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PROJECT SUMMARY
, .

I. /NTRODUCTIO4

$ 'memorandum summarizes our two-yeat retearchproject, "The

Income namics of the Poor," funded under U.S. Department of Labor Re-

searc' Grant No. 42-06-74-04.

Our original project, proposal described three areas of inVetti-

ion:,
war

p
0.° The extent to which people move and out of the poverty

p

., e

s

Ie°
,

ipopulation over time. s

., \ . ,*-- .

The extent to which peple move. on and off the welfare system
4 ,

oier

The relationship between public service jobs and the poverty

population.
'7 '. r

We propoSeeto analyze the first topic through use of the'Univera-

sity of Michigan's Panel Study on Income DynaMics. We proposed' to analyze

the second topic through collectibn and development of a samiple-of.AFDC .-

. . .1 . ex,
.

, . ,and AFDC-U case. h*storiee from Alameda County, California, We proposed
..

IN
,5 ..

,

s .

to an ly the third topic' through use of the Censtis Employment,SurVeys.

, Our resedch is nowcomplete., In fulfillment of our contractual

.

obligatiOns,'we include,with this.summary eight papers.. In.addition, we.-

announce the public availability of our samPfe of 3,lkc' AitC and AFDC-U
#

.... -:* .

cases. 1,, ,
. '

otp

1 f`

0

O

re.
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The papers are:

1) "How Big is the American Underclass?",by Frank Levy.

In this paper we use 'the PoOW,Stu4 on Incote Dynamics to measure 4.

. and explain movements in And out of the poverty, population o et
.

time. Our main focus 'is deterldininA, the extenttolltich po drty

1 %
.

.
.

.

0 I
is a temporary versus a perma ant phenomenon.

...

"County Welfare: Caseload Grmith and Change in 'Alameda Coun

Michael Wisemal.

'In this paper we decribe the Aaateda County, California, AFDC and
.

0. ,

AFDC-U programs between 1967' and 1973. Our description i cludes
,. .

changes In the size of the caseloads, changes in t.Ye demo raphic

.
characteristicsof recipients, and changes in the system regular

t1J0 s add payments. We, also present gross.flows onto- an off of.

?
-

the case welfarerolls during the petibd:

.

3) "Change and Turnover.in a-Welfare Population," by Michael 'iseman.

'In Ads' paper weanaity'ze in detail movements onto,alid, of of the '

welfare rolls. Our focus is'the probability that a fami y''tno* on

r

1,- welfare w111.1eade welfare in the futhre and the way the probe-
. -.

bility depends on personal chavacteristits and character stics of

1 4
the system. We'albd analyze, the ).nfluence,of system dinracteristics

t

,
. ...

"1(-1
on(the..ProbaJoility that a woman on welfate joins ttrg labor force.

.
,

4 ,."The A1ailleda COunty Welfare Saiple Graphs, Tahpoes, and Stori,s,"_by

. ,.. .

. j
.

Michael Wiseman. :

, A
. , .

.1, e ...) %
, t:L . ' 1!*

*I,
. .

, ."
. This r contains a compendium of tabulations from our Alamedac,

I

. ,

.

,

P..
County Welfare' Sample together with -shoxt

Al
hiftories of representative
p

. .0,
. t

a.

. 0
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cases. The paper is provided to .id the interested reader who has

questions about welfare in Alame County that are not answered in

the gapers ddcribed in (2);end.( ) above.

,5) "Income Dynamics Project County Wel are Sample: Variable Location

and Cddebook," tm5 Richard Booth and

This codebook desTes the "vari

County Welnre SampAThrid gives

We hte provided this codebook
%. 1

Michael Wiseman.

beg -selected in the AldMeda

'heir locations c)/ the data tape.

ttie hope, of interesting.other

researchers in reanalyzing our d ta.
41

6) "Eduettion, arnings, and the Ghetto: Problems in Inference from'

st

GeographiCallly Restricted Data,'

Do9Iittle.

. .

Data sets which are restricted

,..

Michael Wiseman and Frederick

. .
. .

o poverty areas within cities can 1

f I 4. 's
i ,

produce_biases in poliCy evalua ion. In this paper 'some limiia-

tions of these data sets for po icy evaluation are "illustrated.
. -

This paper Includes a`discussioi of the circutstancestin Which,

. . q .

these.deta sets will prove, vale llable. 1 ..

!

7) -iiOn Giving a Job: The'Implement4tion and Allocationof,P4lic Ser-
0 i

. .

qta

et

.6/
vice Employment," by M4hael Wismtn.

'.

i

In this paper we analyze. the AtrucIural differences between public
.

. .emplOyment programs designed to combat recession and
k

pane employ-

.

-3. -

went prograIms designed to comtpt,poverty. We test the impact of %

. .

. alternatSve restrictions on-.job applicants for the' antipoverty pro,-
...

,',--- graM using the Census Employment Surey for'San Francisco- (This

I

.

I
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paper IlaS already -been published arPape Ndmber 1 in, the series,/

--- .. .
,

"Achfevi) ng the Goals of the Employment Act/of 1946--Thirtieth Anni-

versary Review;" volume 1, pAblished by the Subcommittee on Economic
. > . .

, - , -.---,

Growth; Joint EcOnomicCoththidee of the U.S. Congress, August 25,
...

A
. ce

1975.)
.

.

1
. 8) ."The Time Poor: A New Look at PoVerty,"by Clair VickerY.

P . .1 1.0
,, .:.,

a--110--... . Invthis paper;.we critigue,therofficial poverty, standard for, con- ,

'V.,.

i centr ing on,a household's money needs alone.' A household consumes t

-1..
,.

goods,p &Iced in the market but- it also. consumes gds produced in '
_ , ,

'

.. .
.

`the home that require. the time of an adult. When a female house-
'

-
, . 4

bold head earns an income equ'al to her household's poverty standard,-
,i

she is unavailable to work in, the home. Correspondingly her family

11 worse off than a two - parent family in which one parent e rns a

-

pOverty standard income and -the other parent works inithe ome. We
1/4.1,

derive alternative poverty,standaras that correct for.th s discrep-

ancy, (thib eper is forthcoming in the Journal off! Resources.)

.

Our project has covered a number_of different areas, ,But our pain

focus has been on turnover within the poverty and welfare p pulationsP.

"'

These are also the areas in which .We have received the
.

mosroutsi8e re-
4

4 eueSts for information. Correspondingly, we focus our summary on these
*.

r- .two topics: j #4

II. A SHORT INTRODUCTION TO TURNOVER A

'Tuinover inthe poverty population and turnover in the welfare

,

.

rolls have cer tain features incompon, Each begins with a state- -e.g.,
0,§,
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"in poverty"--and a certain.popuiation--e.g., the poverty population

during a particular year. As time passes, people move out of the state.
-

It is our purpose in these' studies to'find out how fast they move and

why they move. These movements, too, share certain characteristics.

A movement out of a state do es not mean a,person has left the

'state forever. -Peoplewho leave poverty in one year may return,
. .

in the future. People who leave the welfare roll in one year

may return in -the future.

. e .

Correspondingly, it
4
is often convenient to describe individuals

a IN 7--
. -

IV the proportion of time they spend in
s

h state: i.e:, a partic-
.

ular'individual'is poor three years out of five or one.year out

bf ten.
1

- _ . .

. _

I,

.

-.--ir

'Different individuals'in the population'have different ex ante

.

probablities of changing, states. A male-headed household with
.

i
, . .

,

income just below the poveay line has a better.chance of leaving,
.

'poverty than a female-headed household withifio earned income.

,

(Correspdridingly, he will probably spend a greater proportion of

his t4 me be.' the poyerty line thiri she will.) Much of the vari-

ation these individual probabilities, can be explained by

vidual characteristics.

III. TURNOVER IN THE POVERTY POPULATION

Our results, reported here, are summarized in the paper "How Big,

is the American Underclass?"'
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Our concern in this analysis is not the poverty population per se,

but that portion of the'poverty population who' are:involved in current

t , ,
.

discussions of welfare reform, food stampp, extensions of medicaid, and .

+'

so on. We define xhis.population to be the official poverty population
.

excluding'households'and individuals eligible.for SSI but'including house:-

holds that would be below_the officidl poverty standard except flor the .

.receipt of AFDC and general assistance payments. We call this group'the
4
- r.

target population and we define it in the folowing Way: ' '.

,

Definition ofithe Target 'Population
I

Ths; pre-welfare poor erethe:Set.of indiViduals whope money
incomes, excluding AFDC and general assistance payments,,fall

'below the, official poverty standard.

, 4

_

The tarOtTopulation is defined as the:pre-welfard poor
with the following exclusions: people over 60, 'andPeople liv-
ingiin households headed by someone over 60 or someone%ghcils

critically disabled.
.

In 1967, this target population contained 16.35 million people.

'

The composition of the target pdpulation is displayed in table 1 which

classifies individuals by the race and iex of their household heads.

What happened to-this group over time? Data o this question is

conained,in tables 2 and 3. Table 2 shows the group's distributions of

houseHoldinoomes for the years 1967 to 1973. Ate that' income, as de=

fined here', excludes AFDC and general assistance payments. By 1968, 31
a

percent of the group was out of,poverty. By 1973, 58 percent of the
.

group was out of poverty and 36 percent had incomes above,(1.5)x the

poverty standard.

10

4

a'



\ TABLE 1

COMPOSITION OF THE 19 ARGET POPULATION BY
THE CHARACT RISTICS OF THEIR

HOUSEHOLD HEAD

Characteristics of A Number of People
Hougehold Head (in millions)*

White male.

Nonwhitemale

White female
.

Nonwhite female

'TOTAL

, . .
5.02

4.70
.

2.45

4.18)

16.35

Proportion who are children under 18 = 63%.

TABLE 2

I.

cst

''.'ANNUAL INCOME DISTRIBUTIONS .FOR MEMBERS OF THE 1967
TARGET POPULATION FOR THE YEARS 1967-73 .

L.

ratioDefine Z as
s

t
Pre-welfare househora income in year t

ire i

Household poverty ,a,tandard in year t ,

.. , 4 , PerC'enta Who
--

,,

Percentage of Population: with: Have Been Out
,

Tocaig
of Noverty 'at

1:,
?,< .5 .5 <Z < 1.0 1.04K Z <1,..5, 1.5 < Z

. Lease One Year

1967 45 ' S5

',.. 1968 34 35

1969 3) 31

1970 30 27
/

1971 30 26
, N
$1972 23 24--

0 '1973 8. 4 , '24

19

23

20'

20

21

22
;1

.00

12 100
,

9.5 0 100

23 100

X24' 100

32 -100;

36 100

31

46

57:

64

69

75

SOURCE: Panel Study on Income Dynamics.

r r
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Table 3 shows this progress was not continuous forall indi"viduals.

Once out of poverty, many individuals still hadsignifidAnprbbAllities

of returning to poverty at some time in the future. Note that the KO-
%

abili0.ed. of entering and leaving poverty were influenced in p artSby the

national unemployment rate.

TABLE 3 .

RATES OF LEAVING X1ND REENTERING.'POVERTY
FOR THE 1967 TARGET POPULATION

fear

Average Average 'National

Probability BrabAbility. Unemployment

of Leaving of Reenter- Rate

Poverty ing. Poverty , .{Percent)

1967 '3.8-

.31.

1968 3.6

.22 .17

1969 -.-
3.5

:23 .26

1970 4.9

.22 .28

1971. 5.9

.26 ..14

1972 5.6

.30 .16

1973 4.9
414

..,
, .

SOURCE: PaneZ=Study on Ineomebynamics.
,...,

oN .

116

4

Who leaves poverty? Our analysis suggests that the families most

likely to reave pbvexty are relativ4 small', white, and male- headed.
.

'prhp.rkinds of families leave, but at slower .rates. Within ,a given yeAy,

relatively few people leave ovg"ity through the formation of new, house --

holds (e.g:, a female' head o °,remarrieso emarries 'or a young adult who, formsa

ngw household).

4 -

7

'
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--116U7d6-faiPle-led-Vi poVerty? AMong male-headed household, the

s.
principal, vehicle is a change in wages, perhaps linked to a change in.

male.household. heads in the target population work, and they-

work close to full ritd; They are poor beCause they 'lave large fatal--

tiles and they WOr1COiTo:Wage! Their wages are low'relative to na-

tional averages, but they are also low relative to'the wage thet.one

woules4stimate for these heads based on their demographic characterib-
I ,

. .

tics. actualThis difference between and estimated wages suggests at
.._

4 ,2least.some individualslig in, poverty due it "badluck.' In faet,

r-

e

-be covect, since thase male' heads
4

this bad-luck hypothesig seems to

who leave pot#tty'do so ,through a
r,

modest increase in hours woi*.ed and
.

a substaetial increase in wages'.

,Female-heads who leave Poverey, do so through a combinatpn of
A

Wage and hours increases (for'nonWhites) and wage, hours, and unearnea
,

, *J. >-

income'increases (for whites). In general, female4eaded families 1eave
,

a .

,

.

poverty 'de. a much slower rate thah males.

1

It is tempting to "view the statistics notable 2 as sfmple upward
0..

..

., .

mobility. A more accurate view can be constructed using Minn Frith-

.
N,..._

fit
Ten's theory of permanentIncome..*Alnder this theory, each household has

6
. , 1

1.: some long-'run average, or permanent, income. yurrent income in da pfr-
;

,r
;

ticular year is related tp permanent income .through the following equa.-_%.,,
, . I \ f(

"

l), , ' ln(Y
t
) = ln(YP) u

t
,

where: In is the natural log function, /



s, ..
,

. ;

' Y
t

equals actual dollar income ,in' year t,

.

.

.

\' ,

-
-

YP equaf0, permanelr, incowe,. and .,

',,,, .41
c.

u is 'a s6chastic-error term with a.normal distribution. .

. t

Ak.
,

.. As suggestedbyequation (1),, a hausehdla's annual income fluttu-'

, -, N,

ates-arourid its permanent,incame. Thus, households' move back and forth
,.. . .

across the poverty line all'Od time, and the official annual poverty

count is a kind of snapshot Which freezes this action in a given year.

With these fluctuatiOns In mind, it Is reasonable ta'suspect that the

_,Roverty count includes households with a variety of individual circum-

stances:

. -- .-

. .

.

- some people with very high "permanent incomes who are norm- '
ally not in poverty but, who haVehad a particularly bad.year-

d e .

-r

some people with moderately high permanent incomes who'are
in overty with some frequency three years out of
eve y seven) a d-who have had aAlderately bad year

I

som le with/very low (subpoverty) permanent incomes
who have had anything other than an exceptipmally godd year.

In this context, what appears in table 2 to be upward wbility is

. .

just a household returning to its permanent income after a bad year (ar,

in some cases, a normally POor, hausehOi; having a particularly good e44)-

We aevtlop.theee ideas more fully in the "Underclass" paper and-

.arrive at the followitg conclusions: _. , ,i. , ....../

., 0 .

- Suppose -*define the "permanent poor" or "underclass" as-in-
dividuals who were pre-welfare poor at least five out of the

seven years between 1967 and 1973. The data,shoW that3.6
\._ailliom people fit this definition. Thus, the permanently

poor population is about one-half the size of the poVerty
population in any single year:I -

1
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On the other hand, about one-fourth to One-fifth of the'pov-
erty population in any hingle'year are "poor. by mistake;" in
the sense that they were out of poverty at least five out of
tie seven years between 1967 - 1973,"

The'remainder of the poverty population in any single,Ox,
fluctuates around the Poverty line in a stable.4astrion:

A Movements above and below the poverty -line and, what is the
same thing, the proportion of title a household spends out of
poverty; can be predicted fairly well, using a simple perma-
nent income model, which we estimate in the paper.

The composition of ;his underclass is contained in table 4, where

individuals are classified by the race and sex ofthe 1967 household head.

Note that, as of 1967, three-fdurths 'Of.thegroup were 'children undei 18.
.

' TABLE 4
,

AN ESTIMATEOF THE SIZE OF THE UNDERCLASS
IN THE MEDIU.RUN

(Afl Numbers Refer to Millions of Individuals)

;"

1,,.

4

-.4

e Characteristics
of 1967

Household Head

Members of the U.S.
,P41ation Who Spent°
Two or Less. Years out

of Poverty, 1967-73a

White male" J.78
(1:20);

Nonwhite'male 2.54
t"

(1.86) ter
White female 1.08

(.75)

Nonwhite female 3.16
(2.44)

. - "Total 8.56

(6..25)

-

_

-
a
The following were:,excluded -from the

population: individuals who were more tkan 60
in 1967, ,individuals whose 1967 household heads
were more thAp 60 or were critically, ,disabled,

-and-individuals who died between 1967 and 1973
/

.-
----- ----

..
,

..,
.

b
Figures in parentheses refer to,themum- ,

bet:Of children under 18 within each group.
, . #

Mean number of years out-ro.1- f pavertf for indiv-

iduals...,.81 year's.
° -
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. 1.

TwO other findings in the paper deserve ention. First, the lim-

ited data available. from the Panl-Study ind ate,that the children of

poor_famiIiesdo much better,than their par nts. ;Between 1967 and 1973;

le number of children in the target population 'their parents' house-

-holds to form new households of their own. On average, 80 percent of

47.

these new households were well above' the pp' erty line. The one-exception

to this trend was that the new households/formea by nonwhite young women

were 60 percent be1oW or just above the:polidrty line.

Our paper on the underclass ioncludepyith,estimates of the impact

t
I

0 of AFDC payments on the labor supply of female-headedchouseholds: The

,. 4J.:- .

data base cpnsists of information froA,the'Planei Study and is therefore 1.' .-
.,

quite crude IA comparison with ur AIa
,

eda County Welfare Sample. None-

,

4,4 e 1

-/
theless, we find relatively st4hle supOly elasticities in theoneighbor-

,

,

..-

.,

hood of ..4 -, .6: That is, a 1pefcent\ ,ncrease in AFDC payMents will d-'

crease a female household head'Oabor\kpply by
-

,kciur- to six-tenths Of
t

a percent.

In conclusion,Ne have found that ihe extensive wtitiwir a)cul-

ture of poverty". is overdwnAn several respects. First, peimaneqt pov-

.-

erty is a seriousproblem, but the permanent'p or comprise onlyabout
,, *

,
40

,,,
43'

half o(f the poverty population in any single year. Second, Aany of the 0,

. .

?,,,, t .3 ,., /

---------4,..,,-,;,_
pootn-especially those in male-headed households--work. Significant numbers'

---..

---clf hours,and their year-to-year chames in-lhcome are goverhed by the

...ma-rr , "..... , , 46 ) A j ,: ^ ' I , 1 7 ,7 ' -gr"

same kinds of permanent income models that govern income flugtuations kn

. .. . i r -
.

the rest of the society. Ffn411y, the limited information, aVailabletgindi-

.
. ;,-

cates that the children of poor hopseholds geqerally do hot-form poor
..

t-

houeeholds.themselves,

16

-
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't'''' IV. THE MAMEDA COUNTY WELFARE SAMPLE:
$ANe-OVERVIEW Of PROJECT DESIGN AND RESULTS

. ,

-:4 - ,

: : .

.
.T.:

ThiS Section,s0marizSs the design of the'Alameda County Welfare
..:.;-.

, .,..: .,.. , ,

Sample` and the ,results research padedkon this new ,data source.' Some.,
,/m;

the.
.'of-this-r4scares funded by the.Manpower Administration of the.'S. ...-

, .

...

4' -
Department'U'Labor,-and Some df..the analysis of the data' has been Sup-
.

-13-

,- 4t;%

.
.

pitted bk the California State Department of Benefit Payments. Exten7

I ro. live re-fiii.irences pre provided below. to LA beven papeLs,:eurrently in cir-
.

, .
i

.'culatio4-1.)hich are based alT of in part on these data. A,comp.lete list

As provided in the bibliography. The references provide the "follow up" ,_..../

,

(Torresults- that can only be briefly described here.-,,,
-.. .

.

---. g' 'The ACWS ia'a combined cross-section,dongitudinal study of r6-
i.-

., , .._.-,

0
'cipients in

c.,

,the Aid to Families with Depehdent Children (AFDC) proAam

. ,

in Alameda County, California. The sample covers recipients of payments

i
. .

n the peovam in each of the years1967-1972, with some overlap into
X ,

c

1973. This period is of particular interest because it spans the wel-

t

fare "explosion" in Alameda County, ie'coversthe point of introduCtion

and liberalization of work-incentke. ive provisions in benefit calculation,
e 1

and it Includes
,

observations on recipients both before and after intro-
e.,

_, t

duction of the administration and benefit changes brought about in 1971
,

-,
. e

; bY the California Welfare Reform PrograM:(CWRP); the So-called Reagan

Welfare Reforms.
5

_

,

A,
, ...

The sample was designed both to provide information on the chang-

,

ing composition of the AFDC)caseload over time data) and

nformation on movements to add from dependence Under various adminis-
,

4

tra ve proCedures and economie conditionb (longitudinal data). Below,
4,

t r 0
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we. describe° the sample design that produced information of both types,

the results of comparative cross-section analysis, and the tesults of

'longitudinal analysis of changes in well-being-among dependent families

in the sample. The paper, is concluded with a,sumpary assessment of the,

project's accomplishementsand implications:

The SampleDesign
to,

The project began with selection of a randim sample of 'recipient'.

names from Alameda County's AFDC recipient register for each of the six

years povered by,the survey. The size of the sample for each_year was

*
Selected to assure that reliable inferences could be made about the Qom-

position of the entire caseload based on the sample. The-sample was

stratified to assure equal precision of inferences about the AFDC -FG

aridAFDC-U programs. The "observations" were distributes "by month aver

the samples year to conform to the pattern of seasonal variation in the
,ek

caseload. Confidentiality of the materialg in the files was maintained

444
',le

,- --1c.

by special coding and data-transfer procedures.
'.:. "4 .A

'OnCe a cage was selected for the.sample, the file was rerieved
- , e

t .. ,.
. 2'1-1',a,,

anLinformation was collected on (1) family members and grant sizeas,of
....., 1. , ,

the sample (late, (2) the status of the case and people in-,the family at

AqUterlyAntervais for the year following-tg sample month, and (i)

.

total time ever recorded in'Alameda Cgunty_on,publid assistance by.gle

mother in the case. The first type of data provides the_bftia--Of xhe

cross- section analysis, and the second type provides the longitudinal

results-. The unusual feature, of the sample is that both retrospective'
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and d-prospectiVe data are available; we know what happened,to recipients

befOre and after they were "sampled:"

Once/collected, the:data were extensively edited and.checked' for

internal consistency. Separate data files were 'created for the sample

g

--of4amildea'-from the U and FG rolls. CodgboOks and the data (on mag-

natic tape) are not available to interested researchers. The final

sample size was 1,708 FG households and 1,450 U households.
6

The basic deficiency of these data is that they ae 'not collected,

.

from interviews with the recipients themselves. However, during the per-t
iod covered by the'sample, Alamellia County maintained extensive records.

on recipients. As our sample case narratives reveal,
7

the sample pro-
,

.

vided much information, far more than was our,a priori expectation.

The Gross-Section Results

4.

Demographics

Between January of 1967 and December of 1973 the AFDC caseload of

Alameda County doubled. The project results indicate that this expansion

*As largely a matter of extension of welfare to families who had pre-

viously failed to "take up"'assistance. Once this process was over, the

caseload ceased to grow. Most of this growth was aCcomplianed by early

1971., lieral reasons have been advanced ,for the slowdown that occurred,

at this time. Our research indicates that:,

. .

0e_princlpal factor _in the termination' of the webfare

case load was exhausti6n of the pool ofwel 'are eli-

gibles. ,By 1971, ,1):Irtually everyone whoco ld be on

Was on. 6

19

r



' .To, illustrate, Cynthia Rencg and Michael Wisemalitave estimated that'

. .

there were approximately 20,500 AFDC-FG eligible units in Alameda County

in'MArch 1970. -Arbqut 18,600.comarable families were on the rolls at

A

>4
.-that time. By March of the following, year, the easekrat exceeded 22,000.

Not surprisingly, caseload growth tame to a halt. 'At ttditafed belbw,

administrative changes had something to419 with this, but "caseload ex-
.

haustion" was the predominant factor10

the

The cross-section data -also provide a picture of new'additions to

rolls as thecaseload expanded:

The 'welfare explosion in Alameda County was associated

with movement onto the rolls of families th t tende& to
.

and more likely t se white than

losion ad. Both mothers

be wilu'lger,<It srAIU

was true of the pre

and, fathers in t caseload tended to be better

'
educated than ma: true for the old.11

Our results cast,doubt on

9

hypothesis that the explOhionwas primarily

a "buying off" of militant b acks.
12

.While the welfare rights organiza-

tions were,active in case recru ment in.iameda County, especially in

1970, the new cases were more frequently headed by whites than blacks;

The youth, education, and small-family-size characteristics of these new

cases are all associated with greriter potential for leaving dependence
e-

through labor-force entry. On average, the adults in the welfare popu-
,

lation after 1970 seemedt6etter equiRped to enter thejabor market than

were the adult recipients before thatCtime.

The design of the sample permitted use of sampled households to

calculate an estimate'of the number families receiving assistance

during each calendar year. This number,i of course, proved to be larger

20
/



CO

4

-177'

7
01'

than the average monthly caseload, but not significantly. Our research

indicates. that: *-

The total number of'families receiving assistance under

the AFDC program during -the year is no more than 30,

percent larger than the average monthly caseload.. Turn-
.

over in the AFDC -J1 proram, however, is considerably'

greater than that in AFDC-FG.13

Perhaps the most'diartic result of the cross-section' analysis

toncerns the.extensive interaction'between the U and PG caseldads. Con-

trary to our impression when.the research began, the pOpulations served

by the two programs overlap extensively:

In Alameda County, a mother. in an AFDC-11 case has about

an even chance .of being in, an AFDC-FG case' a.t. some tinv-

during her tealure oh-welfare. Most of these nterprO-

gram movements come aboutas the result of desertion.14

Administrative Factors

The formal regulations for treatmeft tt of earnings in gran 91cu-
.

lations were changed three times during the period dovered by 'the sample--

. first, with the introduction of the so- called -$30 and 1/3 earnings'dis-
,

regards in July 1968; second, with the liberalization of the disregards

±n February 1970; and, finally, with'the tightening of earnings disre-

gard by, the CWRP in October 1971. By analysis of

Were able to gauge the extent to which legislated

incentives Vas offset'by adminStrative'action at

results are clear:

4

4

i.

recipient budgets, ,we

liberdlization of work

the local level: -4 Our

Alameda County, following :state regulations, partially

offset each increase in work y:lgentives-in forMal grant

6)
1.
14,)
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45
,

,)

calculatio by reduction in allowed work-expendes7-----

Tredtment of work expenses was' moit venerous in the ,

period be ore introduction of..the earningsidisregards.
15

4
.. ,, e,

'Paradoxically, tr iment of work expenses was constrained in 1971 by an' 0.
,
,

,.. .

t. .

.

.

injunction broug t about.by a nominally prorecipient organiiation, the
4

California Welfare Rights Orsanization.16 We find consideable inecidity.r

.... , ..',/

. in work - expense treatment in welfare. Our reeults'add supporf. to-those
: a . . :.

who argue for a flat-?work-expense allowandefor benefit calculation:

; 4' ku.

A

The Longitudinal. Results

Effect of. Alteration of 'Work Incentives
.

v-- .

... . .

.. The approach adopted fear analysis' of effect orc.recipient of var2'.-
- .

,,

'.-`,.

A- cation in work-incentive,provisions specified for payment computation-was
, --, ,

.differentfrom thatAked,:far examples in.anAlysis Of results of the neg-

.ative

.!.

r,0
,

tax experiment conducted by the.Poverty Institute in New Jersey,
*.N

i

. ,. .!,

We concentrated on.the effect-of'workLincentive,varietion ctn'the likeli- -
,

, -
hood that families would cove out of dependence, out of poverty,'and that-

14"

adult recipients would take' jobs. Our results show that:
,-,

'The- progress ive incred se ,.'in 'the 'gene the' 0Ork-i'n-:-
...

t
centive provisionsof AFDC Benefit calculation.

(a) hadno effect on the likelihood that recipients

00"

would leave poverty, T1/4

'(b) rechiced the likelihood that welfare cases would, close over any specified period of time,

(c) had-no effect'on the likelihood of job taking

. by re ipients initially without employment.11

Conversely, the tightening of average welfare tax rates that occurred in
.

California with.lmplipentatidu of the CWRA increased the likelihbod of -

0

el

V

4.



case termination but had no

-taking.

-19--

significant effect op the likelihood of job
'4,

0'
We do'not take these resultsto mean that_uork incentives should

4 A

be dropped from AFDC payments calculation (reca4 our cross- section re-

! F,

*re

sults indicate that they have been there in one form or another' all along).

They do suggest that little can be obtaAnea from marg- inal manipulation oe

-them in the future.° The wo,rk indentivds potentially create an important

horizontal inequity in AFDC by allowing some families to retain welfare

benefits while achieving earnings'in'excess of levels which would permit

.eligibility to be attained on initial application. Our results indicate

that (a).fh Alameda County,---the-numb-eries op ;this status is
4

small, and (b) the likelihood of fismilies frith substantial -earnings
.

r°
1

r-
,,

remainin,'on
.

public' assistance is low.
18

_

The "$30 and. 1/3" disregard 4
Ay '1.

tends to be.exploited, in other words, as a transitional device. Out data

//
indicate;thdt-the number.of eligibles in Alameda County world increase by- '

as much/as 50 percent should the earnings disregard-he applied on aPpli-
/

t

,

, ..- .,,

-

'"cationtoiwelfare.

'We cenclude that a better approach to the disregard woulefe to

.:. limit its range by standardizing work ekpensts %Ind' perhaps reqUire

II

1
1

that recipient eligibility be reevaluated without it on an annual basis

0 .

ie.,

to prevent 4ppelopment of A class of high-income reElpients.%

i I
7 ,

Effe t of the Hours Rule in AFDC-U
ii,

1

..

...J., .

To becomekeligible for AFDC-U, a family with two able-bodied par-

i .

/

ents must teport that either the''father or mother (usually the father) is

involuntarily employed less than 100 hours per month. This "hours"

%,

t,
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restriction was reduded, at several times over the period covered by our

sample; in 1967 the rule wad less'than )72 hours.

,This zfule is_p5rhaps one f.the most pernidious in wS1fare admin-.

iStraiion. In Alameda County.:

Tightening of the unemployment definition for

hasredued both the likelihood that unemployed par-

ents will' -take jobs and, in conseqUence, the likilihood

that families on welfare will leave dependence..19

The problem is,that the "hours rulq";ls not adjusted, for 'family -size or=

need. As a result, workersswitiOlarge lamilies.would frequently suffer

dramatic income reductions if, eqfployment at normal wages is accepted.

Our research indicates that, despite the presence of

another, parent in the home, the likelihood thatlAnC-11

fathers will take fobs is inversely related to the

size of-their families and, given size,- to the number

of young children in the family. 'We believe these

results are explained by the arbitrariness al' the hours

rule and the possibility. that welfare-associated

-Ica benefits are of greatest value to families with

small children!
20

.

N

We conclude that the first items on the agenda for welfare reform

are ..(a) extension of AFDC to all'faMilles wintirchildren,,regardlessof

composition; and (b) provision of medical assistanceperhap s with

'income- related copayment, 'to allt P6w-income families regardless of wel-

.
1

tare status. We are aware of Ile accounting problems that..are caused-,
.by the variable incomes of two - parent families. But.,--surely, thought

.

devoted to this matter. .an provid; a solution more humane than the hours

rule. Our research proyides some evidence that desqrtiOn is positively

S'

2.4
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r

411r

r

associated with improvement in economic conditionS31 We take this to

indicate that some fathers are leaving their families to accept jobs

which alone would'not provide earnings domparable to what is available

sin welfare.

Employment-Related-WellireSeVeds" ayi&Dependerice

In cdnhection with collection of data on recipialts°, we developed

.records ofth number and, type of employde4A7related seArices that tem-,

sbers of each family had received from the welfare department. Although'

anafYsis of 'these
.

datatis---VA yet complete, preliminary results are sig-
-

nificant.
e ,

We find a statistically, ,significant effet of service

completi.9n.on the likelihood that mothers in AfDC-FG

wiZZ take jobs and,'in turn, that,these mothers will
.

leape dependence. The results Xor AFDC-U are similar

although statistically weaker.22

The-dependence effect of welfare ser ice receipt seems to operate'
0.

in two steps. In the first, the complet of a period oi ti.aining or
,

job' preparation signifA/ xantly likelihopd that a recip4-eht

..

will take a job. I 1the second, current mploYllent substantially en-,

hagS the probabil

pears for AFDC-U/7

that her case wii .close. The same Pattern ap-
t

'Our re ults on service impact on dependence diretly con-

tradi C'the-reault-a Of an e lier study by the General--

Ace° nting Office, on the s 1 e, rogram and verify our pub -

Zis ed speculatton about that would happen if service

ev luation w ,e eqrried lut in a more ap-

opriato m tner4
23

,

.
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Summary. sl`

The Alameda County Welfare Sample piovides important information'

on a wide range df concerns in poverty polity. Given the modest cost of

the project, the results compare favorably with other large-scale efforts

.4t developing data, on 1AI-income housetolds, Perhaps the most important

. -

lesson to be learned is that much can be discovered'about recipients from

'

re,,

, .

40 .

. .
.

a careful survey of recipient records in welfare departments which keep

#

ti

them accurately. If Alameda County 45 14e Cher AFDC administrative

units in -this. regard,' we belieVe this expert ent could profitabiy.betre-

peated. kf it is not, thensteps should be t.,a0n tp insure that comp-sr-
:- pf,

ahle:atandards be established elsewhere,
. 44.4

0

a

2.6

a

e

W

o
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Footnotes
7.4

1Looking it poverty in this way begins to overcome one objection
people often raise about the fedefal poverty standard- -that it is too
crude a measure oflagifare because it fails to distinguish between; for
example, someone who is $2 above the poverty line and someone who is

$20,000 above the' poverty line. Where the povertyistandard is a "yes-'

no" measure, the'proportion of time one spends bel6W the line is a con-

tinuous measure. Moreover, because incomes fluctuate from year to year,

there is a gehAral correponence between this measure and economic wel-

fare. Someone with very high income in a given year will probably spend,e,

a small proportion (if any) of his time in poverty, in the years to come,

whereas someone with current income just above the poverty line this

year has a good chance of being in poverty frequently during the years

to come. 4

c
*

.
?Attributing these differences to "bad luck" ignores the possibil-

-ity that the differences may be due to unobserved variables such as al-

coholism or ajarticularlylbad attitude or a particularly depressed eco-

nomic region. Wh,e bad. luck is a temporaiy phenomenon; a' wage differ-

ential ariaing fr m unobserved variables may persist over time. We test

for the persiste ce of these differentials in appendix C of the "Under-

,cleaS" paper,

28



,

* -25-

V,
f4 6.3

aecall thatipOverty as defined here is based on pre-welfare in-
come. Moreover, individuals who in 1967 were over 60 or were th,a /

, household headed by someone over 60 or critically disabled have been/ex-
cluded from the population. ,

1 J''''4

i
-, '

,

(4
See the Codebook and "County Welfare," section II.B, for a dis-

cussion of,the sample and/preparation of the data.
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ABSTRACT

'e

Each year a significant portion of the poverty population leaves

poverty. In .this paper, i define a sample of,people who were poor in

' 1967, I then follow them over time to determine -the extent to whidh'pov-

erty ia'a permanent phenomenon: The original sample reptesented 16%35 ,

million people. I-find this sample canbe thought of as three separate"

groups. One is. an underclass of 7.7 million people who were poor in 1967

and who remained poor through most of the next six yes. The second

group contained 4.1 million people wL were poor in 1967.bu who were out
.

of poverty for five or six of the next six years. The thi group con-

tained about 4.4 million people who were poor half the time between 1967 ,

and 1973.

Ishow'that the members of the underclasscan,be predicted in'ad-

vance through a combination of their family size and cross- section approx-

imdtdon of their permanent incomes.

X
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How Big is the American Underclass?

. _

A. 'Introduction-.

Every year an'important.fraction of the poVerty population leaves poverty-,

-Some_are in ouseholds who 'experience increased earned income.'Others are yoUng

Frank Levy
'University of,California, Berkeley*

adults who leave poverty housebolds and form non-poor households of their own.

Still others are female heads of'households who remarry.

Some data is useful for pespective. The
I

1967 poverty population stood at
4

22.2 miilion,people. In 1968 it declined to X0.4 million people. The decrease
)

of 1.88 million' was the net resultt'of two offietting flows. Between the two years,

8.2 million people had leftpeverty-while 6.4 million people had entered. Simply

put, one-third of the 1967 poverty populatiOn was out of _poverty in.1968.

*Associate Professor, Graduate School of Pt ',Pudic Policy. I wish to thank my

colleague nd co-investigator, Professor'Mi, ael Wiseman, and my wife, Kathy

Swartz for -their time in discussing with m every aspect of this research:
my colleague, Gene Bardch, Jacob

Jonathan Lane of the Department' of
rak of the Brookings.Institutidn,
Harvard University, Bradley Schiller
an of MIT, and various member, of the
and the Human Resources Seminar at
tten work of Lane, MinarakOerrence F.
of RAND, and Thad Miter at

I have also benefitted from the comments o
Benus of SRI, Jon Peck of Yale University,
Health, Education and Welfare, Joseph°Min
Robert Hall of MIT, Edward C. Banfield of
of the University of MaWand, Jerry Haus
Income Distribution-LabortSeminarat Yal
MIT. I have also benefitted from the wr
'Kelly of the Urban Institute, John McCal

Albany.

,
-Programming assistance has come from Je ry Berkman, Robert Dolan, Gerry Dugay,

Carlos Puig. and Nola Reinhardt.

I wish to give particular thanks to Sue,Pettigrew, Jackie Clark and Theresa

,Clarksdn. for helping.to prepare thispfper.
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Table 1 contains figures for the six subsequent years. The data show that

even in a year when the poverty population increased; large numbers of people

wereleaving poverty while their places were being taken by others

For some people, leaying poverty is a statistical artifact, a small and

temporary change in income that pushes their household just above the poverty
u'

line: For others the change*is more significant, marking the beginning of a

lifetime earnings cycle or the addition of a new principal earner to the household.

In this paper I analyze the structure of individual movements out of poverty

for the years 1967-73.- My data source will be the Panel Study on Income Dynamics

published by the University of Michigan Survey Research Center. 'My purpoe

is to answer A series of questions:

o What are the general characteristics of the poverty populatfen? In

What partiof the country do they live? What are their edudition

levels? How large are their families?

o To what extent is poverty "caused" by the low wages and loW hours

worked of the household head? To what extent is.it caused by'large

numbers, of children i the family? 1

o To what extent do ow wages and low hours persist over time for an

individual? To at extent do they fluctuate from year to year?

o Suppose I defin a sample-of people who represent the 1967 poverty

population an then follow them over time. How many remain below the

poverty line Now many of them move above the poverty line andirby

how much? Once an individual moves above the poverty line, what are
the Chances that he or she will return to po erty?

o What kinds of "people tfoss the poverty line?

household heads? How many are female ho

How many are male
old heads with children,

o what extent are. movements across the poverty line associated with .

hanges in the household head: for example, afemale head who remarries

or a young adult who moves, out of his parent's home to form a 'househa

of, his own?

o To what extent fiah-Ouseholdis expectd come the average- riincome.

of all households' with similar characte ASefti.1 indi,dentifying

who will leave.i-laoverty and who will c.sta
.

p 114-'7""'it
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TABLE 1"

ANNUAL FLOWS IN AND OUT OF POVERTY N

1967

Poverty Population
(persons)

People -4'
Leaving PoYerty _

People-
Entering Poverty

.22,208,000r

8,195,0,00 6,364;000---
1968 20,377,000

7,621,000

1969 , 18,129,000
5,874,000 6,489:00Cr

1970 .18,714,000,
&,785,000 7,658,000

1971 19,617,000

8,681,000 5,051,000

1972 16,,334,000
5,689,000 4,561,000

1973 15,080,000

Source: Panel-Study on Income Dynamics (Also see footnote 1).

1These figures and all subsequent data in this paper are calcu4ated in the Five-

-Year and Seven-Year Merged Individuals Tapes of the Panel Studygon Income_pynamics

collected by the Survey Research Center.of the University of Mich4gan. I have

applied a constant, scale factor tq each year's sampling weights so that annual

aggregates'in the sample correspopd to estimates of the U.S. .population for that

year.
. 1

I have counted.the Poverty population by using the'poverty standard supplied by

the Panel Study, a Standard based on the Social Security Administration poverty

standard (t e "Orshansky Standard"). This standard differs'from the Census,,

poyerty standard, in several respects. These differences,are discussed in detail

in. pp. 9 -13
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1*I

Some of my que\tidhs have 0 familiar ring..
.

,
Certainly other authors have,

,.

( .

zstudied the characteristics of the poverty population at )oint in time.' My
4

tabulations will differ from theirs beCidge-l-will look aft a somewhat different.'

population, one more relevant to current'policy debates..

Most previoug poverty studies focused on the entire poverty population

includidg all households whose cash income fell below a government defined 'Poverty**.
.

, , .
,

.,.,-
- standard. The .passage of the'SuppleMental Security Income Act'of 1971 (SSI),

4

established permaneneassistance for two parts of that population: poOr householl5s

with a head over 65 years old, and poor houseKolds,with ahead who was critically

disabled. a

Conversely,,current debates over welfare ref rmfodd stamps, extensions of

medicaid, and related programs are
,

concerned with the rest of the poor,, the

hbuseholdg whoge heads are neither aged nor critically disabled. And to this group

should be added similar households that would be poOr except for welfare payments.

Itiis is the group I will study. I will refer tq it as the "target population" and

I' will-define it in the following way:.

Definition of the Target Population

The pre-welfare poor are defined as the set of individuals whose cash'ilicome
exclusive of welfare payments (AFDC, AFDC-U, General Assistanbe) falls belqy the'
poverty line.

\ The target population con. fists of the pre-welfare poor with the following
egifugions: individuals over eo, individuals in households headed by someone over
60, and individuals in, households headed by someone who is under 60 but critically.
digabledi that is, the pre-welfare poor mjnus the kinds of people who are eligible ,

for SSI.4

2
I-have used the age cut-off of 60 because I will be defining a cohort and

following them over seven years, and I, want to reduce the number f people Who

1
tUin 65 during the period. I have excluded any individual over 6 because SSI.
provides to aged individuals whether or not they-are househol heids. The
same applies to individuals who are,eritically disabled but.the Panel Study does,
not permit determining the degree of disability for people who are: not household
heads. - -tit,

AI '
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While some of my ns,questi are standard, others are relatively new.t''

-r

I refer here to the questions>n dynamics: how permanent are low wages, how long ,

dopeople stay
,

in poverty, and so on. The questions are natural ones to ask and
h

yet few people'have explored them. Why?, There are, I think, two reasons. One
, / . , . -

is the lack of good logitudinbl. data on poor individuals. The first systematic

'study of-movements in and out of poverty by Terrence Kelly involved his matching

subsequent samples of the current Population Survey, a heroic job.,
34

The other

reason is a vague feeling among social scientists that the poor are immobile.

somehow mired in a "culture of poverty." As I-read it, the consensus view in the

1960's was something,like this: "If the country can sustain economic expansion,

the size of the,poverty population will be reduced. But if the size of the

poverty population remains constant, the same individuals will be in poverty."

This conception and lts rela ion to the culture of poverty are not directly

relevant to the data at hanyi, but are irieresting in their own right. I have

included a-short sumMary of their development as Appendix A.

Were the social scientists right? 'Yes and no. Among he 1967-target
4 V

popdlation, only 25% were "poor by mistake" in the sense hat they were out of

pb-verty five or six of the next six years. Another 30% hovered around the p'overty ,

line and were poor about half the time. The remaining 45%, about 7.7 million

people, were poor almost all
§
the time. The one year'pove'rty figures exaggerate

.

. the amount,of prolonged poverty, but by no more than a factor or two.

,,- Nonetheless, a well- defined culture of poveetyimplies spmething more than

low incomes. It implies, that people are poor through maladaptive behavior,. .

. .

t

Terrence F. elly, "Factors Affecting Poverty: A Gross Flows Analysis, " in

the Report of'the President's Commission on'Income Maintenance, Technical
Studies Volume, Washington T.T., GAC, 1968

:3'7,
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particularly in the la or market. By contrast,, aver hale of theM967 target,
. .

population lived in male- headed households and most of t se to heads worked

close to'full time. Th irpoverty.status was due to a combinatiblige low wages .

and large families. Similarly, a culture of poverty implies that-poverty status

is passed from generation to generation. In fact, the limited evidence in-the
,

i Panel Study suggests tKat m4st poor children who form their own households have

incomes that significantly exceed both theirvarents' incomes and the poverty
N

standard.

In summary, long term, poverty is a real problem; bdt the cultural aspects

of the problem are very unclear.

The remainder of this paper' will be divided into six sections.. In Section II,'

I derive estimates of the target population for the period 1967-1973. I then

-
identify those individuals in the 1967 target population and follow them to

see how,many remained in poverty and how many moved above the poverty line:* I

.

'show that between 1967 and 1973., the
f

average persons in the 1.967 target population
,

spent 2.7 yeari above the poverty lie. By 1973, 58% of the population was out of"
,TheseThese flows were heavily con

\
itioned by the unemployment rate and so many

of those' who were out"of poverty in 1973 would return in the future. NO7theless,
t

the pOpulation showed greater mobility than-is implied by most literature on the
i ..

. ,

culture of poverty.

'In Section-III, I begin to examine why thismobility occurred by rboking at
)

.why people were in the target population in the f t place. I find that most

male household heads had some distinguishing Characteristic: very low education,
.,\

a rural residehce, and so on. These characteristics imply their wages should be
4

.But in fact, their wages are even lower than a I stimate for them based

on their characteristics. This gap raises the possibility th t they are-below their,

long run wages through' some piece.of bad luck.

, ?

3 8
-IY1 ?.



Female-headed households, by contrast, have fewer distinguishing
. I

.characteristics. In most cases, a woman cannot earn enough to support three or
,

more children even if she works full time.
A

I conclude the section by performing a series of "what-ie experiments to
t

assess the relative impact of loW wages, low ,hours, and hive.famiTies in causing

poverty status. I' conclude that low wablel are a cause of poverty far male

household heads but low hours are not; that neither wageinor hour changes would

have an impact on poverty among female heads; and that.large families are a cause
t 7

of poverty among both groups.

In Section IV, .1 examine in detail how people crossed the'pdver.tY line
7-4.'

1 .,. .

13etween 1967"a 'd 1968. I find first that relatively few of the crossings were
. ..

i

associated
'

t
a wit changes in household heads: e.g., a female head who remarries.

_ 1

Mqst individUa\s who crossed the poverty line were in-male-headed'households where
.

Use head exper
L

enced asmall increase in hours worked and a significant increase

in his average wage rate. Female headed households were less likely to, cross the
5 ,

poverty line. Wben%they did, itwas through a combination ofincreased wages

and hours for n n-whites and increased non -labor income for ykites.'
1,L

.
I conclude the section by developing two models to explaint>,se Movements.

....,

The models are redictivei given e persop'scirCumstances in 1967, they predict,

thee probability he or she will be but of poverty in 3968. Using these models, I
1. ...

. 1

.

explore the reasons why non-white poverty is relatively__More seriousthan white

poverty.

I

,

.

. , In.Section.V I continue to analyze movements acr ss the poverty line for the,

1967-1973 period. In Particular, I focus on those individuals who began as children

in the targetpop lation and subsequently formed their oWn households, On average, .

- ,

these children ha incomes Ipignificantly higher than their pafents and higher than

ste

a

39
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the poverty line, The one exception was
non-white,younTwomen who ha%d only a0-

0

even chance of escaping poverty in new households.

1

/

conclude'the section by reinterpreting thestwo models of Section IV as,'
permanent income moaels.. Under this interpretfttion, the can predict the

proportion,of the time indiyiduafsw1W be powr in the long run. I use the mOdeli"

to predict,the size of the underclaSs, that portion of the target population Who
.**

will' be poor at least three years out, of four in.the near term! The predicted

population contains 7.7 million people and it closely resemtles the pottion of '

the target, population who in'fact were out of poverty, no more than two years

between 1967 and 1973. By contrast, the model is too pessimistic in predicting
.,

1

.
. 1

the behavior.of the rest of the target population.
,

.

,
.

,

Section VI contains a brief summary of results,
,

.

Section VII, really an appendix, present an estimate of a labor supply,`-
,

.
,

--\

. .
,

for female household heads with children. The curve was designed °to measure the-k
impact of AFDC payments upon the labor supply of female household heads. u.,=

--.,
:,

--
k

The report co ncludes with four appendices.
Appendix A is a summary-Of the

.
-. .

oopularizatiOn of the culture of 'poverty. Appendix B discutses'the estimation of

. ...,.

.,.

.

'wage equations usdblin Sections II and III Appendix C discusses the extent,to'.,_ ____

..

III-
which low wages (fictual wages below estimated wages) are permanent conditions.

Appendix D discusses th'e construction. -ef a household's -stimated'income, a variable

40
.

, 4t

e

used in.Section III.

,Carpful readers will notice that some.of the numbers presented here differ

AMHnumbers in an ear4 version of this paper.
Since the earlier paper was written.

I have discovered several mistakes including n overcorrection,fo infiaif,Orand a

misooding-of a-disability_variable4 I ap ize foiix tbe'ajure ancy

4 "How Big_ is. the American Undsrclass?"
(Firsi Version), Working;Wer #39,

GradUate School-of Public Policy, U.C. Berkeley, November.,,

40
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Do the Numbers Really Laok Like?

In this section I will develOp estimates of the targdt'populatibn in

to answer the following question: Suppose I idehtify individuals in

th 1967 target population and follow them over time. How many of them will
.

.tiremain in poverty and how many will have incomes above the poverty IlWei
/

The data will show'a significant amount of mobility. By 1973, 58% of

the 1967 target population had pre-welfare incomes above the poverty

About'one-sixth ofl this mobility was due to the economic expansion of 1972773.

The remainder was based on individual movements out of poverty that would have

oCtUrred even in an economic Steady state.

A Descrfption-of the Data,

`Before turning to the results, will briefly describe the data that

- v-
`Before

underlie them. Tie Panel Study on IncomCDPnamics.was developed by the Survey

Research Center of the University of Michigan under contract to the Office of
0

-7 Economic Opportunity

**-

4,802 households.)

. The original sample consisted of T8,272 individuals in

-I
The project emphasized low income families andqto poor

households and non-white households were -oYe ampled, but the data includes

Sampling weights ttrat permit, the reweighting of actual observations into national

. 'aggregates..

The data's pafticular Strength is its attempt to follow the.original

sample members even as they form newshpuseholds: When a sample child left

his or her parent's housqlofd, an attempt was made tolollowthe chiCS house-

,.hold as well as the parents '. When a husband and wife, were divorced,, an attempt

was. made to follow both people.

''
'

1
See:., "Cumulative Non-Response 1968-73,'! Appendix B in Greg J. Duncan and,

JaMes N. Morgan eds., Five Thousand American Families, Volume III, Institute
for Social Research, The

)
University of Michigan, 1975.

.

.

%
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The formation of a new household is likely to have a major impact-on indiiidual
.

incomes and so this kind of'data as crucial if I am to follow individuals' poverty

status over time

The'dafa does have limitations. A sample size of t8 sounds quite

large but the numbesrs fall quickly under,anykind of disaggregation. For

example, the number of white, male household heads in the 1967 target population

is represented by 74 observations. Correspondingly, many of the estimates I

present are not at all precise and I will try to emphasize that fact as I proceed.2

Any data set raises questions of accuracy: -how welldo sample totals reflect

national aggregates. A longitudinal sample raises an additional question about

the distribution of non-respondents after the first year.

The Panel Study aggregates have been examined by Joseph Minarik of the

BroOkings Insitution.3 His focus was a comparison of bOusehar6\heads as described

in. the Panel Study' and described in the Current Population Suryey. His method
I

involves comparisons using One characteristic at a time: e.g. the prOpor'tion

of male-headed houSeholds in the Panel Study ,:versuethe'proportion of ma:le-headed

households in the CPS. Minarik concludes that the Panel Study sample'is,generally

representative of the U.S. population. Compared to the CPS, the Panel IStudi
.

slightly undercounts aged household heads, it slightly overcounts racial minorities,

it slightly - undercounts household_heads1With'Welementary school education, it

slightly
a.

overcpunts high school dropouts and so on. While these .differences are

2
A second, less severe limitation arises from the grouping of the data. The
basis of the data is the individual but the bulk of the data concerns the character-
iStics of the individual's family, 'particularly the head and wife, If one looks
at the data record of a female chtld, it is possible to learn a, gOod deal.about the
child, her father, her mother, where the family ,lives and so on. But the amount of
.information about.other people i-n the household -- siblings, a grandmother, etc. is
sharply limited. One knows the number of such people (the.number of children, the
number-of adults, etc.) and their aggregate earnings, but little about their age,
education, individual hours of work and-so on.

3
Joseph lOnarikp "New Eyielence in the Poverty Count" AmeriCan Statistical

Association, Proceedindi'nf the Social Statistics.Section, 1975, pp. 544-559.

2
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enough to reject the hypothesis that the tWb surveys are statistically similar,

they are not large enough to interfere with the outlines of the argument Is will

make here.

A more striking finding by Minarik is the difference in poverty counts

reported by the Panel Study and the CPS. From 1967 through 1973, the Panel

Study estimates of tb poverty population are about 6-7 million smaller than

estimates in the CPS, The d ta is contained in-liable 2. _Minarik has.-analyzed

the differences4 and.conciudes they arise from the under-reporting of income in

the CPS. If.his explanation is correct, mobility estimates using the Panel Study

wilIbe less than mobility estimates that used the CPS.'
. .

The issue of sample non-response is potentially more serious,' Between 196)3

and 1973, Survey Research Center personnel. lost 21% of the original sample. Mbst

of the loss occurred in 190, Duncan, Morgan et: al. have analyzed the character-

istics of non-respondents and have found them .to be randomly distributed throughout

the sample as a whole.
6

In particular, they report extremely weak relationships

4Minarik, op. cit. A small portion. of these differences arise from small differ- le'

'ences between,the poverty standard used by the Panel Study and the poverty standard
used by the CPS. Where the CPS has a single food-allowance for a child of any age,
the Panel Study varies a child's food allowance according.to his or her age.. The
CPS defines a poverty standard ,for households with up to seven children and compares
all larger families to the seven -child standard._ The 'Panel Study computes apoverty.-
standard that increases, with each child. While there are other small differences.,,
they do not begin to explain the differences in poverty counts.' I am indebted to
Minarik'for pOinting,,out these differences' to me.

5To see why this is so, assume that underreporting
of income involves. only a

small dollar amount for each family.. Thus the 6-7 millionAperson difference
in poverty counts represents people' who are just above the poverty line in the,
Panel Study: These households are of two types. One type are female - headed
familieS whose primary income is'.welfare. But since the target population
defined on the basis ofpre-welfare income, these female-headed families are in
the target population already. The other type of household is one with enough
non-welfare tneome° ('usually labor income) to putit near the poyerty line. Mbre
of these families will appear as Odor in the CPS-than in the Panel Stucky. I willshow in Section 4 that working poor families (primarily male-headed families) gre:'
more mobile than female-headed families. To the extent that a target population
defined using the CPS would conlaip more working poqr familAes;iit would show
more"mobility.

6
Duncan and Morgan (eds.), op., cit.. 43
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TABLE 2'

ESTIMATES OF THE POVERTY POPULATION'FROM

THE CURRENTTOPULATION SURVEY AND FROM THE PANEL STUDY ON INCOME DYNAMICS

(all figures in numbers of individuals)

. Current Population Survey

. - ...

Panel Study
.1967 28,510,000 22;208,000

L.,

1968 "27,769,000 20,377,000

1969 24;147,000
.

18,129,000

1970 ,25,420,000 _
,

18,144,000 :
.

1971 25,559,000 19,617,000

1972 24,460,000' 16,334,000..i.,

197 %22,293,000 36,080,000

4

Source: Panel Study and U.S. Bureau of the Census, Current Population Reports
Series P60, No.-98, January 1975, p. 13.

44
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between the response rate and the indi'vidual's income in 1967, the welfare

income of the head, the family size, the respondent's race, the respondents
*..J

sex and th@ respondent's relationship to the head of household.. there is

alWays the possibility that "successful" people keep reporting while failures

drop-out of the sample. got this becomes a problem only if success next year

is totally iuncorrelated with other cha'racteristics like age, race, and current

- income, an unlikely circumstance. The problem of sample loss is unlikely 0
affect the results reported here.

Estimating the Target Population

I now turn to estimating the size of the target population. At the risk

of repetition, I restate the - definition of the target population below:

IFINITION OF THE TARGET POPULATION

The pre-welfare poor_ are people-whose household cash incomes minus
welfare (AFDC, AFDC-U, General Assistance) leave'them below the
povey line.

The target population is defined as the pre-welfare poor with the
following exclusions: all individuals over.60, all individuals0
living in a household headed by someone over 60, and all individuals
'living in a household head410 by someone who is critically disabled.-,

Because many readers may be unfamiliar with the poverty population as

normally defined, I briefly wilTyeview its composition. In 1967, the Social

Security Administration poverty,standard for an urban family of fOur stood an

$3380. By this standard, 22.2 million people were poor. I display this pop'-
,

latiOn in Tablel ausing division developed by John Lansing and'katherine
, k 7

Dickinson.

7
See john B. Lansing and Kathe ine Dickinson, "A Description of

Number
Categories

of the Poor," Working Papers o the Study of Family Economics, Number 8, Survey
Research Center, University o Michigan mimeo. Table 2 presents, the Lansin97,
Oicklhson classification '16 slightly modified form.'

/-/4 .
4

)1
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The Lansing-Dickinson classification groups families by the apprO4imate

labor market potential of the household head. In 1967, 30%.of the poyerty

population lived in hoUseholds headed by someone over-65 or someone with .

critical disability, people from whom we do not expect substantial labor

market activity. An additional 21% lived in families (households of more

Ithan one person) headed by a woman, families fophom our labor market expecta-

tions are mixed., The, remaining 49% of the poverty population lived in houSe-
,.

holds headed by a male or an unrelated female who was neither`, 65 nor

critically disabled. This is the group for aom ourtlabor market expectations

are highest. 4

Table 3 also contains the Lansing-Dickinson di'vision for 1971 and 1973:
8

The foUr years between 1967 and 1971 saw a roller coaster unemployment rate

that went from 3.5% in 1969 to 6:1%'by December of 1970. ,A simultaneous.event

was the sharp increase in transfer payments that arose from increased payment-,

levels and increased participation in existing prograM, particularly AFDC.
)

Between 1967 and 1971, the poverty popqationaeclined bi2.6 Million 'I/

people. The decrease was concentrated among families with an able bodied,

..male.,ilead who was less titian 65. The numerical size of the other groups: the

aged, the crically disabled-and so on, remained relatively constant.

8The first comprehensive release of the Panel Study data contained individual.

histories for 1967-71. A subsequent release followed the same individuals for

two additional years, The original' ork for this paper was donefUsing the five-,

year.data set. Late in my work, I obtained an extract from the seven-year set

and extended some of mY results. The period between 1967 and 1971 averages out

to something like an eConomic steady, state while the period ,between 1971 and 1973

is purely an economic upturn. ,Correspondingly, it is useful to matk the data '-'-""

for all, three years to,distingyish between income movements that might have

occurred i.n a steady state from movements associated with the upturn.

9
,For -a discussion of increasedparticipation in AFDC over the period, see

Barbara Bolland, "PartiCipation in the'Aid to Families with *Dependent Childrer-

Program,(AFDC)" inI4The Famil Povert and Welfare Pro rams: FactdrsN nfluencin.

Family Instability,,pa er part in Stus es n Pus is we are, pus s e. .y

the S6bcommittee on'Fiscal Policy of the Joint Economic Committee, U.S. Congress,

November 1973, pp. 139f179.
4,6° '
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TABLE 3

"43--

POVERTY COUNTS FOR 1967, 1971 AND 1973 BY CHARACTERISTICS OF HOUSEHOLD HEAD

(in millions of individuals)

Characteristics of
the Household Head 1967. 1971 1973

65 or over 3.58m. '3.59m 3,23m

Under 65 but
,critically disabled 3.14m" 3.36m 2.00m

,Non-Aged, ton- Disabled

Male=headed family 9.76m 6.97m 5.07q*

Male unrelated' 4

individual .33m .38

Female-headed family 4.86m c 4.59m 4.7.8m

Female unrelated
individual .53m .73m

22.20m 9.62m 15.08M

Percent Non-whi te 50% 43% 54%

4

Source: Panel Study on Jncome Dynamics
.

Classification modified from: John B. Lansing and Katherine Dickinson, ;!A 1

Description of'Eight Categories of the Poor," Working Papers on the Study of

Family Economics,' number 8, Survey Research Center, University of Michigan mimeo.

N.

*My data for X973 precluded estimating unrelated individuals separately for that

,year. See footnote 8 on page,14..
1,1

(
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The two years between, 1971 and-;1973 saw an economic expansion out of
.

recession. In,1971 the unem-ploYMent rate averaged 5.9%. By 1973 it had fallen
..=. t. -

,

to 4.,9' : Correspondingly, the poverty population fell from 19.6 to 15.1 million

people. AS might.beexpected, the bulk of this reduction took place among

families headed by an able-bodied male -- families in,the best position to,

take advantage of an improved labor market: An additional reduction came among

households whose head reported a crit4cal.disability.

Tabk4 presents the Lahsing- Dickinson classification again except that
o

now I exclude welfare payments (AFDC, AFDC-UP General Assistance) from family

income, and I merge some classifications for easier reading.
10

Note that in

1967 the difference betweeit'pre-welfare andpst-welfare poverty is not that

great. The average level of.welfare payments was low relative to the poverty

line and few payments went to households with any earnings. These factors

together meant that most welfare recipients were-poor even with welfare and

they were lready,counted,as poor in Table 3. By 1971, the rising partici-

,

o

pation in welfare programs-and the increased benefit levels in some states

pushed a number of retipient.5 ab.ove the poverty line and the Pre-welfare poverty

count 4.6 million more (23% more) than the poverty aunt when welfare Pay-

,

ments'were included.
-

From 1971 to 1973, the pre-welfare payerty population declined by 4.1

million people or 17%., During the same time, the post-welfare population'

declined by 24%, a figure that suggests that increasinewelfare payments

during the period were-pushing greater numbers of recipients. over the poverty

,line.

r

10 '...

users of.the Panel Study data, I am defining 1967 income in Table 3 as,.

V81 0 - V257, where V257' has, been converted into a continuous varilAble. i
Corresponding definitions are used for subsequent years. -...

48



O

-45- Ne

TABLE 4

ey 4 ;

POY,ERTY COUNTS WHEN WELFARE PAYMENTS ARE EXCLUDE() FROM FAMILY INCOME

(all numbers in millions of people)

Characteristics of
the Household Head

65 or over )

Under 65 but
critically disabled

Non-Aged, Non-Disabled

Poor in Poor in ---P&or-in

1967 1971 1973
%

4112m, 4.11m 3.84r

3.57m 4.21m 3.01m

Male-headed family
(including unrelated 1§A ,

t
. .,

/

individual) 101.16m 8.65m 6,02m' ,

0 . i

Female-headed family
(including unrelated ° .

individual) 6.82m 7.20m 7.21m

ti

Percent Non-white

i4.68m

50.9% 43.6%

Source: Panel Study on Income Dynamics'

9

01.

20.04m

50.6%
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Table 5 summarizes data on three population's: the normal poverty-popula-

tion, the,pre-welfare poverty population, and the target population. The tar./

get population was constructed by excluding three-groups from the pre-wegace,

.poor!lkanybodyover 60, anybody living in a household headed by a person who

is over 60, and anybody living in a household headed by someone who is critic-
:

llfdbled. As I have previously argued,.it is this target population that

lies in the center Of current discussions about welfare refOrm, food stamp reg-
..

ulation, and otheranti-povertyvprograms:

In general, the target population is three-,fourpi'as large as the normal

.

, poverty, population. It is increased by people who would have been poor but for

welfare. It is decreas'ed by extlusibn of :the elderly and critically disabled.

The population is abdut 50% non-white and 60% of the population are children
.

,

.

under the age of 18,11 w ..

Row (4rin-Table 5 contains information to set-TH-context Of the discussion

of economic mobility that follows. It is useful to think
o
of two'kinds of-indi-

*h.
el

victual economic mobility. One kind occurs in an economic expansion when the .

number of people in poverty are declining: The other occurs tven when the

. ,

, ,

.

..

. number of people in poverty remains, constant:, some AndividualT are mevin
out

-t,

.
-.

.

J1.-

,

of poverty \b t others are moving' in.
.

,-, , ,
't v..

I'
e..4. v vr '

,

i

. v,c,

,

At.'first glance, it appears the number of'people fittin6 the.d6fltption,of ,'

J ,
,

- 0 .* 21,

the target population declined by about 1 million between°1967(0C1271. Thts
a

,;

, , ,

, . , , e-/E4. 1P
, , , ,e

suggests 'an economic ex0ansion. In fact, part of this "decline" hi OA on 111e'.
.

IT

4efinition of disability. The data in. Row (4) show there were 1.25.mill'foivr ;74,6. 1.

.1

. t
,

',. , .

Reople, whO began a members of the 1967 target population, and who we e;.%tilI .0' 1
.

.c. l ; 7

4

poor in 1971 but who lived in household& where the head became criticallOis
. 1.

Ilk, /

atiled,between 1967 and 1971.

11.The data in Table 5 suggest that 53% of the 1973 target population were 4

childrenbut that proportion is,
i

downward biased: The Panel Study data includes

sampling weights for people who were in the sample in 19)1;" This means that

children born in 1972 and 1973 are not includedvin calculations. I have re....4

weighted the aggregate population to cOmpepsate for this omission but I was

unable. to perform a coMparable reweighting forf4hildren per se.-

/ Fin , .



TABLE 5
-1-

A SUMMARY OF ALTERNATIVE POVERTY POPULATIONS.

(in millions of peoplv)

1 The Normal
Poverty Population'

1967 1971 1973

20.20m 19.62m 15.08m"

21 The Pre-Welfare

Poverty Population* 24.68m 24:17m " 20.04m

3) The "Target Population"" 16.35m 15.34m
. 12.56m

4) Members of the 1967
Target Populatibn

Whose Household Head
Subsequently Became

''Critically Disabled . 1.25m .74m
, it

5) Proportion of the
'Target Population
Who are Non-white 54%' 49% 52%

(-
;

6) Proportion of the
Target Population

. Who are Children Under 18 63% 61% 53%.

N

Source: Panel Study on Income Dynamics

1
*The pre-welfare poverty population is. the population who falls.below the
poverty line When Welfare payments'areae4luded from income,

.

**The "target population" is the pre-welfare population_excluding families
and unrelated individuals) where the head of household is over 60 or. 'art-
fically disabled and individuals over 60 who are not household heads.

.

'102,v4.4

OlPit
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'Had'these household heads'not become critically disab e , they would

have remained wit4hche definitiog of the target population d the 1971

target population' Wuld have contained 16.6 million people-(16: million
.,--- ,

4 .

+ 1.25 million). .0.,applying similar reasoning to the data for 1 3, I
i

arriveat the folloWing,estimates: Between 1967 and 1971, ecoy,c 7di-.
I.

tions averaged out ;0'a steady state Between 1971 and 1973, economic con-
-,

ditions.were expaniive causing the,size of the tadet population to Ileetlne
,

by about, 20 %.
,

Having set this baFkground; I now turn to the major,question of this

section: Suppose identify the individuals who were in the )967 target

population and I follow them over' time, How many remain in poverty and how

m ny move above the poverty,line? Data onthis question is contained in

Ta b 6.

In Table 6, I construct income distributions based on the ratio of a

household's pre-welfare income to its poV4rty standard. The sample consists

of alimembers of the 1967 target population. When a sample member moves

into a new household, the new income and poverty standard apply.. If a sample

member turns 65 or becomes critically disabled: ihe is retained in the -calculations.
#

!

The data show a.Ognificant amount of:mobpity overAime. Between 1967 .

4 4

and 1968, 30% of the /original population moved across.the poverty line and

;

/

about one-third of these moved above' (1.5)x the poverty standard. This progress m,--

contfnued throughf970-wh n 3% of the original 'population .was above poverty
ii

.c.
,

line and Mare t* half of these were above (1,5)x the idaverty standard. Those
f

t

i 4

proportions remained constant through 1971 as the Itonomy went into,a sharp /

downturn. As the economy began to.tX0and in 1972, 63$ of the original sample

had incomes above the poverty line. In 1973, 58% of the\original, sample were

5 2

o
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TABLE 6 V

ANNUAL INCOME DISTRIBUTIONS FOR MEMBERS OJ THE 196 TARGET POPULATION

49--

FOR THE YEARS 1967-73

Define Z as the ratio: [Pre-Welfare Household Income in-Year t]
Household Poverty Standard in Year t

.5

1967 - 45%

1968 34%.

1969
.

31%

1976 'i0%

1V*- 30%

1972 23%

1973 18%

.5i< Z <-1.0 '1.0 < Z < 1.5 1:5 < Z. Totals

55%

.

160%

35% 19% 12% :'190%

23% (16% '100%

27% 20% 23%

26% 20% 24% 100,6

24% 21% 32% 100%

20\ 22% 36% 100%

Source: Panel Study on Income DynamiCs.

/
0

or.

O

O

1 5,3
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1

in households with pre-welfare incomes above the poverty line and 35% of the
.

. . 3-

original sample hadve-welfare incomes above (1.5)x the poverty, standard.

*To summarize, about three-fifths of the original 11967 target population

were out of povertiby 1973. One-quarter of this mobility' occurred in 1972-73,

a period of economic expansion when the, poverty population itself was being

reduced:
12

'But the other three-quarters occurred during'1967-71 when.the

`N.

average condition of the ecOnOnly. was aeslifiy state.''

Mobility by Race and Individual M

Before concluding
thjtectitill,' I want to looloat -two additiohal questions.

First, is mobility evenly _distributed by race? The answer is no. Whites.are

significantly more mobile than non-whites. Data on this question is giveh in

Table,7 which pregents the 1973 income distribution for the 3967 target popu

"lation; disaggregated by, race. Recall from Table'6 that in that final year',

58%.Of the 3967 target
population=was out of poverty. If mobility were equally

distributed among whites and non=whites, we would expect 58% of each racial

group tp
r
be-out of poverty. In fact, 9% of whitet were out of poverty compared

"to 50%13i non-whites. The differences 44even mere dramatic at thi4ils of

:--,
,'

c
.

the income distribution: 27% of nonwhites, but only'6% of whits had,-197

I
A

pre-welfarCincomeibelow one -half of the poverty standard. In part these
,

. .

'
)

differences are due to the larger proportion the non-white poorWho live in

female-headed families, a subject I will discuss in subsequent section4. But.

)

even when 1khe sex of the family head is controlled tor, on-whiteS'show less

mobility than whites, 'I will analyze this finding in ,deta l in Section IV.

%
.

12 Thm.L does not meah
thitt-One-quarter of the mobility was caused by t

expansion: Between 1971 and 1973, 14% of the 1967 target por7Tiiatio

Had the economy notheen expanding, this figure would have been low r

nothing to suggest it would have'been zero. A more plausible figure

abOut'4% per year for each of the two years.

economic',,

eft poverty.
but there it

would be

D



Propdrtion
of Non-Whites

'in'Each Class

27%

Proportion.

of Whites
in Each Class

' -I

A
r

TABLE, 7

TOE DISTRIBUTION OF WHITES AND NON-WHITES

9

IN THE 1973 INCOME DISTRIBUTION OF THE 1967 TARGET POPULATION

Define

6%

.5

as the ratio
Pre-Welfare Income in 1973

Household Poverty Standard in 1973-

.5,< < 1.0

!

< z < 1,5 "1.5 < Z Total

23% , 27% 100,

25% 23% 46% 100°A

Source: Panel StudyOn Income Dynamics

555
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-My.final question concerns the mobility of individuals. To this point I

have made all calculations in terms of groups of people. Group mobility occurs

when the proportion of -the group out of povrty increases over time. But to

what extent do these group figures represent large numbers of Individuals cycling

in and out of poverty? To what extent do they represent a smaller group of indi-

viduals making continuous_progress? Data to begin answering these questions are

, . contained Table 8.

In Table 8, .individuals move one row downward for each year, and they moVe

,

,

N
i1g.

only to adjacent cells. If an individual is poor next year, he will move to the
t

cell directly below his cell, this year. If an individual ,is not poor next year;

he will move to the cell one row, down and one column to the right!

The inter-cell ?lows in Table 8 suggest, some crude prOpositions:

-- A person in the targetdpopulation had a .3 chance oflea0ing pov

in 1968. If he did get out in 1968, he had a .8 thancq of st ng

out in 1969..Ifhe did stay out -tn 1969, he had a':8dhance of stay-

ing outin 1970. This probability.ofsying oat one mere year re-.
mained near-.8--4uring the economic down urn of 1971 And then{ rose

sharply in 1972 and 1973. )

-- A person in the target population had did chance offremainin9 in
poverty in 1968. If he did stay in poOfty in.1968, be,:had'a B-
chance of staying in poverty in 1969. 4f he did remain in .povert

in-1969, he had a .8 chance of,stay4ng in poverty in 1940.1
_probability of.staying _in one more remained near .8 fdr the

rest of.theperiod. r

The -tWo cases'are assymetriC becauie the-target population contain§a

large number of children. 'When a person gets Out of,poVerty and stays out 1

for several' years, We take this as evidence that he'or she can continue to_
.

earn incomel in excess of the poverty line. We are not'sarprised-that ille pra-
(

A \
ability of continuing out of povertyrises. But when a.person stays in poverty,

- - t

for a number of years, he or she maybe a child in a poor household: Eventuallynumber e e

*
,

X 1

the 'child will form hlis own household and t oustiOd may bs above poverty
/

.

r

a

tai

1 ry
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TABLE 8 rs

po DISTRIBUTION OF YEARS SPENT OUT OF,POVERTY BY TA(TARGET POPULATION*

(All cell entries °are ih milliOns of people.)

1967 16.3561 &

[..69] [.31]

I

4

1968 ,11.44 :.4.94

11. .
-. .

[.76] . [.83] .

1969 8.86m
,

3.38' d.11 .
.

.

C,1
.

1 [.79] .55]
...

, 1.84]
,.. ,

1970 ..02m .34 ,i :2.53 4' 3.44,'

4MD i -,T
. 4-,

[.84] ' [.54] . [1.58]' [.811 ....,

-, .4
,Ad .

. . 4

1971 5.92in 2.65 2.35". 2.13, ',2.80 . - .

\

[.0] r.-.- 60] . ,. [.771 t [.81]
±t-..,,.88)AL

1

''.

\I , '.

",

IL ' ,

. \

0

O
\

1972 , 5.14m 1.84. 2.25 2.59 2.95 A e.4e.

*, ,\ . . 4,k1

1./9] '\t.50] [' :69] [:78] "L.781-'4 [.96]

i

., .

.

. -,
.,

1973 4..06m , 2:01 ' 1.62 ;2.12 -,.-"2.47 . 1.71' 2,36 .

1,...-
. . - . ,.. _.

*Numbers tn brackeIs:refer to ,:the'probability of moving between ,cells.
, 4

of .. . A
,

Source: Pane} Study, On Income Dynamic? .

.
4

'

v .
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Numbs n of Years Out Of Poverty

.2 3 4 5
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even though the parent's household remains poor. That is why the'pr011obility

of remaining in poverty one more year, does not rise much above .8 for the

period under study.

The two groups described above -- the "Ilwals-ins" and the "always:outs" --,

are the oily pure groups in'Table 8. Other cells -- for, example, those'who had

been out of poverty for one year in 1969 -- contain a mixture of those who. left

poverty for the.fi.rst time in 1969 and those who left in 1968, but who fell back

in. The probability of being out of poverty, one more year for these grobps is

closer to .65. But by reading across the rows, one can see that even in these

mixed groups, the more years a person has beenout of poverty, the higher the

probability of staying out one more year.,

Table 8 also indicates the 'variety of individual experiences. Between
,

1967 and 1973, the average member of theharget population was out of poverty
, 0 ,

N

2.7 years. But 4.1 million People,:- 25% of the group

t

-- were out-bepOverty
.

fixe or six years while another 4.1 million people.neVer left Poverty at 'all.

A' Short Summary
4 r

'r

4

. (:4

.My purpose in this section was to answer a simple questiOn: jf I identified, .

a groUp ^of poor people in 1967 and followed them over time, how many of them would

. ,

remain poor and how many of thed would leave poV, erty. The answer is that mobility

.

.

is significant. I- defined a group of people who are relevOnt to current Policy

.
.

debates: group Who are poor before welfare income' is counted; and who are 66t
.

,

.
in households eligible for 551 benefits. Bysdefinition', all of"thls g oup re, .

poor in-1967. By 1973,.58% were above the poverty aline. About one-seventh of
..

,

this mobility" was_ influenced by the economic expahsion of 1972:73. 'But the re:7'

,

_ .

mai9der had taken place between )967 and 1971, a period approximating an economic

steady state. .

a
Why did this mobiltity.occur? I start to explore this question in the next

section.

1
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)r-
III. Why. Are People Poor in the First Place?

Why do some people move out of poverty while other people stay? 'That

question rages a prior question: Why are people "poor In the first place? What

among their circumstance/ might change to lift them out of poverty?

I begin to answer these questions by presenting a demographic picture of

the f967 target papilla-don: where they lived,, the average education of their

household heads, and so on. I then describe their labor market behavior in-
. .

'clucling 'their hours worked, their wages, and the wages one,might expect them

to r ceive'oh the basis of their age, education and other chara:pteristics.

Nex 1 will measure the relative importance of low wages, low hours,vnd large

ies in determining poverty status. These are the three ,factors cited by

t auth s as main "causes" of poverty. To the extent that low wages and

1/ours are determinants of poverty, it is important to know whether an indivi-

dual's wages and hours change substantially over time and I present evidence t,

,

on this question. conclude the sec- tion with a iummarybof results.

. .

Throughout\thesection)I,will'be comparing poor families With similar
-...,,,,.. , .

famiJies who are not poor. To save words, it will beLuseful to define anr
, .. .-

.additiotla term: ,

4

Definition of theCounterpart Population
7

The counterpart population is defined as the sef of all households
whosepre-welf4re income place them above the_poverty line, with
the following exclusions: all individuals over 60, all individuals
living in aliousthold headed by someone over 60, and all individuals
living in a household headed by someone who is critically d.isabed.

- ,,
Thus the counterpart populatiob is.themirror image,of the target population,

I

a demographically-similar group whose pre-welfare incomes leave them out of
,

poverty rather than in poverty.

I N.

.

-
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A Descriptionof Household Heads

A description of the target-and counterpart populations appears.in

Tables 91.11.. "Thedata in Table9'khow sixty percent of the target, population

lives in male-headed households. 'But compared to the counterpart population,

I

%

the, target population is
disproportionately non-white and contains a dispro-

portionate number of female-headed families. The reader can get a feel for

these proportions by considering the odds of-being in the target population

rather than the counterpart.populati -- i.e. the odds aftbeihg poor.' Sup-.

poke a person in 1967 was under)60.and the heid)of his household was both

under 60 and not critically disabled. A person in this group had a 10% chanCe

of being poor.
1 If he was in this group in a white, male-headed household,

hit chances of being poor dropped to 4%. If he was in a family headed by a

.

.

white female,,his chances rose to 19%. If he was in a family headed by a nOn-
%

,

.

white male, his chances rote further to 28%. And if he was in a family headed

by a non -white female, his chancet of being poor were a-devastating 65%.

Table 10 contains data dm the average age and edUcation of h*ehold heady

in the target and counterpart populations. The age data yield few differences.

HoUsehold heads in both populations" are 35440-years old: The edu4tiondata

do show'sdrge r.di ffereriarg. or each-race-sex-group:, household head -In-the-

' target-ppuiation have loWer edUcation than their counterparts. But for male

heads.ttfis,difference is substantial Mour to five grade gap. For'female,

heads, the gap is only -1 -2 grades.

Table 11 contains' data on the target and Counterpart populations' 1967

place of residence. Location is-measured in two dimenslohs:" the region of Of
0 , -

the.countq, and the distance to a ciq of'50,000 or more.

,

IA reminder that "poor" here refers to pre-welfare income being less, than the-

poverty.line.

\, 60

9



TABLE 9.-

INDIVIDUALS CLASSIFIED BY THE RACE AND SEX OF THEIR HOUSEHOLD HEADS

. White Males

Non-:White Male

White Female

Non-White Female

(millions of individuals)

.1967 Target *.i3ercent

Population Composition

5.02m (31%)
,

4.70m , (29%)

2.45m (15%)

4.18m .(26%)

'

.

1967

; ,...

F

CoUnterpart
Population*

-123.45m -

11.89

10.49

2.21

16),5m (100%) 148.04m

Us.

Percent
Composition

(83 %)'

,U8%)

(7 %)

( 7 %).

4,

(100%)' ;

*Both the target and counterpart populations refer to individ)als under 60 in households
headed by people who are both under 60 acd not critically, disabled. Target population
households have pre-welfare income below the poverty line. Counterpart population house-
fididthaVe prer-WerfdWincome abovetWOWity

a-

J

1)-

61-

1.
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TABLE 10\

AVERAGE AGE AND EDUCATION OF HOUSEHOLD HEADS IN 1967

a) Average Age.

White Males

Nop,-White Males .
4

--/,

-

s
Whitedifemales
r- v

.

Ws:-7.-lr .1ton-White Females

;;\ ..,,,,.-4,,?,..L..2;: .,,--
.

:1,.--A-- .'-'

1967 Target
Populatioh

34.4 years

41.4 years

37.0 yeai's

38.5 years,

,

ge:-:1Edkat4on ,- ,,
,,... ,-,:,q.:- :-,'>4-,,,,....,,,,,-4331',.',

` , Whit-e1liTes , " 6.5

/t.,,,''-' , -...

Non-WhIte e.''.--,!,-.- ,'-- 6,.3

Nr-
e

1. ,rs.

Whi t Feffig.tes 9.1

Non:Wht'i,g- Tema] es 9.0

grades

grades

grades

grades

J J,

"F

ra.

Non-Poor
Counterparts

39.4 years

38.8 years

41.3 years

39-.3 years

11.5 grades

10.1 grades

11.3 grades

10.1 grades

2

r
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The idea of poverty brings two different pictures to mind: the inner

city, black, female-headed family and the white, male-headed family in Appalachia.

The data in Table 11 suggestboth views are correct: Poverty is a rural pheno-
.

menon among male-headed families. Female-headed families are more event),

distributed across the country.

Again, probability statements are useful. I noted%above that a person

in a white, male-headed family had a 4% chance of being in the target ptpulation.

If the person also lived within five miles of a city of 50,000, that chance. drops

to 1.5%. If the person lived more than15 Miles from such a city, the chances
,..,.__

t,-f

rose to 6%. 80% of white male households in the target population live 15 miler

or more from a city. For non-whites in male-headed families, the overall chance

of being in the target population is 28%. Within five miles of a city, the,:,. ,

chance drops to 20% while more than 15 miles from a city, the chance.rises to

44%. These high rural rates of poverty occur* even though the official poverty

standard is reduced by 20% for people who list their occupations-as fareYs.

- The geographic distribution of female4eaded.faMilies isagre unifOrnt.

About one-third of the
-
feMale-headed families in the target population live

.,
.

close to cities of 50,000', while another one-third live
,

more than 15 mitbs from
.

'' '.,s-
_such cities. The female counterpart Population has.a sjmilar.distri-,,

bution%

0

4
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TABLE 11'

6.

WHERE PEOPLE IN THE TARGET AND,COUNTERPART ?POPULATIONS LIVED IN 1967

How To Read the Tables
o

Each table refers .to the geographic
distribution of a subgroup of the target

and counterpart populations: people.in households headed by non-white female,,

people in households heade4 by,white malest and.so on.

Each cell within a table refers to a particular combination of region and

distance &Om a city of 50",000 or more.

The figures. within eactrcell refer to the percentage
distribution of the sub-

group in question. The figure above the diagonal refers to the percentage

distribution of the target population. The figure below the diagonal refers

to the percentage
distribution of the counterpart population. ,

o

A) 'The Geographic Distribution
of Persons in

Households Headed by a Non-White Male

Northeast

North Central

. South

.West

I

Distance to a City of 50,000or More

Less Than
5 Miles `

.
5-15'

Miles

More Than
15 Miles

8%

5%
4.____.

5%

7%

--:

6%

a%
Alp ,

10%

1% ,

12% 2%

9%

17%

--8%-

8%

48%
. . --:,:s

17%

7%

7%.

1% .

54

.
111N

4%

'

;

(

-1



TABLE 11 (contipued) --°

-61= '
re,.

The Geographic DistrilatiOn of Perol s, ..11,* s-klioftW-Hea-de

Distance to a Cit

. .

Less Than 5-15' , ,,,..--14:1;re 1

5 Miles, Miles/ i 1111
L.,....... _ ?

7% ..,,,,'; ' 5% ,,4%
,

:-.---

3%,000* ,.i'-`;'- 8%

iie Female

th Central

South

West

10%

4%

G) The Geographic Distribution of Versions in Households Headed by a'White Male

° North Central

Distance to a City of 50,000 or More

Less Than
5 Miles

5-15'
Miles

More Than
15 Miles

f'3V-,,---, ,

4...,,4,

4% r:'

.6

.8%

-4..

.

4%
....-1

15%

....--.

loPir.

--a--

28%-

14%

.

12%
,

.---"-

6%

3%

,

1%

4.

.

.....---

4

.

5%

..,'"

,

.

,

_.:,

- 3%

.

......-

,

.....---.

B%

6%

65.
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TABLE,11 (continued)

. The Geographic Distribution of Persons in Households Headed bar a White Female

-te

Northeast

.
North Centra

South

West

Distance -to a City of 50,000 or More

. More Than
15 Miles

Less Than 5-15
5 Miles Miles

9%

/'''),0'..°'

.

7%

11%

- 9%

15%
4

_,,,,,,-

----

.

. '

9%

8%

8%

5%

,Aii

..------'j
9%

..-9-"--

-2-.--

6%'

6%

10%

...-

,---------

12%

5--

10%

7%

9%

-6%
.1Le-------

--

9i

.

6%

Source: Panel StUdy on Income Dynamics

"'
Regional' Definitions

it
/ Northeast = New England, New Pennsylvania

North Centralt ,......Illines, Indiana,,rowa, Kansas, iffehigan, Minnesota, Missouri,
Nebraska, North Dakota,.0hio, gauth,Dakat;-14-isconsin- ,.-1 , ,-,-

South = Alabama, Arkansas., Delaware, D.C.,,
4

Florida, Georgia, Kentucky',
Louisiana, Maryland, Missistippi, North-larblina, South Carolina,
Oklahoma, Tennessee, Texas, West Virginia.

West
r

Arizona, California; Colorado, Idaho, Mobtana, Nevada; New Mexico,
Oregon', Utah, Washington, Wyoming k

d 43 6
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A final word on the South. Jtrevjousstudies'have shown poverty to be

largely a Southern phenomenon.' The target population differsTromthe normal
p.

povehy population2 but the data point to £he Same conclusion:. 42% of the

target population live in the South, compared to 24% of the counterpart population.

The missing variable-1-s race. Poverty is disproportionately non-white and

non-whites live dispropoftionatelyin the South.
3
:When the data ar controlled

for race, the .influence of the South per se becomes.less important.

Together Tables 9-11 reemphasize the vulnerability of female - heaped house-

liolds% The typical poor male hbusehOld head ha some unusual characteristic:

extremely low education, residence in a rural are etc.. By contrast, female

headsewho.are poor and female heads who aren)2t,poor.look very much alike.

Table'12 contains data on the average number.of children per household.

Beeause,the poverty standard increases with th16'number of children, it is

- reasonable to expect that poor.families are larger than non-poor families

and this is in fact the case. The data in Table 12 show that.families in the.

target poptilat'ion, average .3 to 2.7 more children per family than their counter-
&

parts% To what extent do these children "cause" poverty? Put another way, how

many of these households would be above the poverty line if their income had 6

.support only two children? I will return to the question later in this section.

2
. -

In particular, the target population excludes welfare payments.from-4-qcome
and so I might have exOcted'it to show a more evert geographic distribution
than normal poverty coy leis.

3 -A
Specirically, 52% of all non-whites in the target population live in, the-
South compared to 42% of all non - whites in the counterpart population. Similarly
28% of all whites in the target Opulatton and 22% of all 'whites in the counter-
part population live in the South. These disparities are far smaller than the
overall disparity of 42%-24% reported above.

6 7

4
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TABLE 12

AVERAGE NUMBER OF CHILDREN PER-HOUS HOLD 1967

(figures in ilarentheses are standardrde

Characteristics of
Household. Head

All White Males

1967 )

Target Population

1.94 'Children

(2.44)'

4.39 Children

All Non-White Males. (2.87)

\

ions) .

Non-Poor Counter-Parts
'to+

1.67'Childreg°:

(1.64)

1.64 Chi-1

White Females with 3.09 Children 1.84 Chtldren

Children Under 18 ' (1.66)

Non-White Females -

' with Childr4n Under 18

O

t--

'

3.61 Children
(2.18) .

8

Sosur:Ce: -Panel Study on idcome Dynamics
. D

.4

%

2.36 Children
° (1.12) .

,

.

(4,
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.The Labor Market Eiperienciof HouseholdcHeads

I now turn t6,data on the labor market experience of household heads. J,

.G. ,
I, will characterize this experience b three measures: the -head's annualthis

, , Y

hours of work, the heads' average wage when working, and the head's estimated
s..:. . . . .

wage bas
,

ed'on his-or-her pfrsonal chatacteristics.

A

-65k

Table 13 contains information bf head's hours worked for the target and

counterpart populations. Rather than Present an-overall average for each. gyp,

I divide the groups into twosparts:4)the proportion
1

of people in.)ouseholds

L
where the headAidOet work at all, and the average hours of work for~ those.

Arcacis who did mil. This two. part format is particularlyhelpful for female

. household heads where a simple average obscures a bi- moda.l distribution: many

women working long-hours and many women ngLworking at aik I sApect that

hours worked is in part a .function of the national unerloYment rate .and so

C-Table 13 contains information on hour/ worked in 1967-when the unemployment

2 .

. -rate was 3.8% and information-for 1 when'the unemployment rate was 5.9%.

I mentioned in Section 2 that many of these numbers are based on small .

.

samples. This is particularly true of, such categories as poor fe le househ4
.

. headS,without children.; Correspohdingly, the figureslI piesent sho ld be in '

'preted with some Gore. )

With that qualification in mind, the data in, Table 13 tell a consistent

Story: Most male household heads in the-target population w b-rk; and they works

.on average alMost'as much as their counterparts. Of those individhals who lived

in poor male-headed households in 1967, five percent lived In households where

the headdidn't work at all. Those heads who did work averaged about 1900

';.t. hours compared to 2300 ilours for their counterparts.

69
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TABLE 13

HOURS WORKED BY HOUSEHOLD HEADS IN 1967 AND 19j1

A). Annual Hours Worked in Y967 by the 1967 Target Population and Counter- '

Part Population (all, figures in hours per year - figures in parentheses

, are'standard deviations).

*r

Charaergtics
of Household

Head

White Male

Non-White Mali .2029

White Female with 898

Children Under 18 (755)

'Target Population

.Average Hours Worked-
For Heads Who Worked
at All in 1167

%WV

1816 hours/year
(1043).

. . .

White Feinal-e Without 997

,Children Under 18r.r--- --(721)

NA
. on -White

,

Female 1043 ,

With Children Under 18 .(679)

.
,

Non-White
.

1260
Without Children Under
18

a4

..,

70

f

a

\\
Proportion of
t-roup Who Lived

- in-Households"
Where Head Did

., Not Work in
19'67

Counter-Part
Population

verage'Hours
Vorked by Heads
Who Worked At
All in 1967

4% 2340 hours/year
(667)^

6%

59%

18%

44%

12%

.2274

- (561)

1592

(705).

1754'

(553)

1703 /
(587)

1822

(466)
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' TABLE 13. (continbed).

B) Annual Hours worked in i471 by
Populations

0

ile 1971 Target and Counkr-part

Target Population

Characteristics.
of Household

Head

Avbragt Hours Worked
for Heads Who Worked
At All in 1971

41,

White Male 2103
(1136)

Non-White Male 1842

(745)

White Female with 1044

Children Under 18 .(614)

White Femile Without 873

Children Under 18 (679)

Non-White Female

With Children
Under 18

1231

(814)

Non-White Female 1306

Without Children (721)

Under 1.8 .

I

Proportion'of
GroOp Who Lived'
In HOuseholds
Where Head Did
Not Work in 1971

. .67-

Counte -Part
Population,

,

Average Hours
Worked by Heads
Who,Worked At
All in 1971

.

3% 2253
-( 665)

2114
(646)

32% 1671

(812)

7% J. 1758°

(586)

46% 1458

(602)
.4111-

21% , 171
(619)

Source: Panel Study on Income Dynamics

. 7 1
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imilar.reSuits hold for 1971. In, that gear, a high unemployment rate

increased the number of non-white male household, heads rho didn't work at all.

But poOr_male heads wh6 did work averaged 1925 hours coMpare to 2200 hours

for thiir.counter6arts.
sit

To summarize, poor male heads work shorter hours than their counterparts

but the gap is far less than many people suppose. If, for example, all poor

males looked like the men of Talley's Corner4, I would expect them to be unem-

.

ployed about one day out of every three and to report about 1000 hours of work

annually. The data in Table 13 suggest nothing like that.

Among female-headed householdsz differences ,in work behavidr appear more

clearly. Large numbers of female heads do not,work at all. Among people in

poor, female-headed households in 1967t.half were in households where the head

- didn't work. Those heads who did work averaged 1000 hours annually compared to

1600 hours for their counterparts. The data for 19/1 show similar, if slightly

smaller, differences.

At the beginning Of this section I asked what circumstances ,of a poor

person might change to lift him out of poverty. Certain circumstances are

unlikely to change: the number of children in the family, the.head's education,

and_so on. The head's annual hours of work was a possitile candidate for change.

f-
Butthe data .111 DTabl,e T3 suggest the room for change may be lim)ted. Many poor,

male-headed households are working full time already. Map)/ poor female-headed

households are working far less than full timebut it remains to be seen whether
o- - ,

working full time would lift them out of poverty. 1shall eeturn to this question,.

..tOo, later in this section.

.4Elliot'Liebow, Talley's Corner, Boston: Little,Brown, 1967.

,
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'

6 .Table 14 contains data on the actual and estimated wages for household
Y46

heads who worked in 1967. The estimafed mage is -constructed by estimating

. an equation of the form (1) below and applying the coefficients to an indivi-.

dual's characteristics..
5

(1) Estimating Equation for an Individual's Average Annual Wage

ln(Wi) =
Pi,

where: is the individual's annual pre-tax earnings-
fromfrom labor divided by his total hours of work. --

ln( ) refers'to the natural log function

X
1

is -a set of 7 binomial dummies'referringto age.

X
2

is a set of 7 binomial dummies referring to education.

X
3

is a set -df 4 binomial dummies referring to the
region of residence. .1

X
4

is a set of three binomial dummies referring to
the Distance from the individual's residence to
a city of 50,000 or more.

X
5

is a bingfriial dummy which is 1 if the person has
any wo*-limiting disability. ,,

.

k
6

is-a binomial dummy which is 1 if the person
belongs to a union (males only).

r(7

is.,a binomial duinmy'which is 1 ithe person is
. , .

. a farmer (males, only),

. i

4. is a stochastic error term associated with the
. 1.

o individual..

The equation (1) above is estimated separately for white male household

heads, non-white male household heads, white female household heads and wives,

i and .non-white female household heads-and wives.

5-
". TWesfimating.equations themselves appear in Appendix B along with sample

calculations ,of.atiMated wages. The regression form is, adoptad.from the Work
of RobeIrt Hall. See:* Robert E. Hell, "Wages, Income and Hours of Work in the
.S.," Chapter.3 in Glen G. Cain and Harold W. Watts, eds., Income Maintenance
d Labop Supply, Chicago, Rand McNally, 1973.

7 3
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TABLE 14

.

AVERAGE, ACTUAL HOURLY WAGES AND AVERAGE ESTIMATED HOURLY WAGES FOR HOUSEHOLD HEADS

WHO WORKED IN 1467

(figLires in parentheses are*standard deviatiOns )*
0

Tar et Po ula

Characteristics of
the, Household Head Actual Wage Estimated Wage

White"Male Household $1.28
.Heads' (.61)

Non-white Male $1.33
Household Reads t (.71)

White Female Household
Heads with Children

'Under-18

White Female'Household
Heads Without Children
Under 18 ,

Non-White female House-
hold Heads,with Children

, Under 18
I

Non-White Female House-
hold Heads Without
Children Under. 18

$1.13
(.45)

$1.05
(.50)

-.-$1;09

(.37),

$1.07
1.49)

.

$2,20
(.79)

$2.03
(.77)

$2.18
(.48)

$2.00
(.59)

$1.30
(.56) .

.$1.37 s.

(.351)

A

Counterpart Prulation

'Actual Wage Estimated Wage

$3.82 $3.49
(2.17) (1.00)

$2.96 $2.81
(1.86) (1.04)

$2.55

'($220
$2.16

(.67)

$2.79
(1.76)

$2.35
(.,81)

$2.1.6 $1162
(.46) (1.10)

$2.07 ,$1.95

(1.16:), '(.98)

t

Source: Panel Study'on Income Dynamics

.*Standard deviations,of the estimated wages for various subgroups should not

beconfused with the standard error of Equation 1.

('.
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By its construction, the estimated wage takes account of many of the

characteristics I have,discussed previously: a person's age, hiseducation;

his place of residence and soon. It offers a useful way of investigating

the meaning of "low wages." To-say that someone receives a low wage has two

interpretations:. that he receives a low wage relative to some national average,

or that he receives a low wage relative to most people who have characteristics
k

similar to his own.. In the work that follows, both meanings will be ;important.

The data in Table 14 show that by both interpretatiOns,-househop,heads in

the target population work for low wages. Average actual wages for male heads '

in the target population are about 35% of actual wages of male heads in the
4

counterpart population. A priori one might explain this result by saying that

male heads in the target poOulation, were poorly educated, they live in rural

-r areas, and so on. But the data alto show that male heads i he taxfletImpula-
4.46

tion receive average. wjes,.that are 40% below their estimated wages, estimates

that take these fIctors into account. ',Female household heads in the target

population show similar patterns. contrast, houiehold heads in the counter-
,

part populAtion receive wages that on average exceed theii:estimated'Wages.

How does one interpret the difference' between actual and estimated wages?'

Two, interpretations are possible. Start with the fact that wage'e0ations,like,

,

ear

Equation (1)'generally explain only 30-40% of the variation in observed wages

and so prediction errors ere quite large. In this context, an error of p'rediction

may reflect a one time event, a piece of bad luck or good luckthat befalls an

ndividual in one year and has,no bearing on his wage in the next year. If this

were. the case, IN/60d expectjmusehold heads in the target population to return.

ttheir-estimated wages in subsequent years. Alternatively`, a prediction error
o

0,can reflect some unobserved characteristic of the indiVidual: an unusually high ,

.

6*,
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R

motivation, a prison record, or some other variable that is not explicitly
.

recorded in the data. In this case, I would expect individuals to stay

'systematically above or below their estimated wages over time. I will rAtt2rn

to-this point at the end of thit section.

Summarizing the Data -- The Causes of Poverty

At this point, I want to summarize thedata just presented in a series of
.

exuriments. Earlier, in this section, I asked several questions: How many

families would be counted as poor if they had to support only two children?

H'owmanyfemale-headed households would be removed from poverty if their house- .

hold heads worked full time? These kinds of questions are part of a larger

idea. Many authors have suggested that poverty is "Taused'by three factors:

low hour, low wages, and large numbers of children. To measure the extent

of this causatioh,I will ask a set of "what-if" questions that appear below.

Th% aonswers to these questions will provide a convenient way of organizing the

d;ta' in ;fables 9-14..

The.Impact of Low_Hours in Causing Poverty,

Consider a poor househo'd and, in.particular, consider the labor

income of its head. Suppose the head had worked for, his or her

reported actual wage, but had worked for a "normal" number of hours.

rather than his or her reported hours. Would the resulting change

in income be enough to lift the household out of -poverty?

The Impact of LOrWagesin Causing Poverty

, 10t

-

Consider _a poor %ouvhold and consider the labor income of its head:

Supibse the head had worked for/his or her,reportedhours, but had

worked for a "normal" wage ratbtr-than his ,or herreported.wage.

Would theAresulting change in income be enough to lift. the household

out' of poverty?

file Impact of 14r-0-Numbers of Children*dn Causing 'Poverty ,.

Suppos we construct a new'po rty standard fora household based on

its actual number of ad 1 nd two children (actually,two children

or the true number of t ildren ff the true number is less'than two). .

Suppose we classify a household as "poor",only if its income does not

exceed this new poverty standard. How many house)t?awould still be poor?
.

4.
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In the first two experiments, I hold constant the, earnings household

members other than the head. To test the impact of aggregatt economic condi-

.tions, I will run the experiments twice: once for 1967, a good year, and once 'A

for 1971, a bad year.

The,experiments arepear in otitline but I need to fill in some detailt.

What do I mean by "normal" hours? For simplicity, I define normal hours,

for each race -sex group to.be the mean houi-s worked by all male heads in that

group as shown below in Table 15.

TALE 15

`NI

Normal Hours Workedas Used, in the Experiments

12E 1971

White Male Heads 2297 hours /year 2229 hours/year

White Female Heads 2297 2229 *I

Non-White Male Heads 2194 2041

Non -White Female Heads '2194 2041

Source: Panel Study on Income Dynamics

Some readers may object that it is unreasonable to conduce an experiment

where female heads work full time, but I ask them o bear with me.

What do I mean by a "normal' wage ?' Here, I will use a person's estimated
,4,

'wage to represent .their normal wage.
4
I'do not imply by this that every indivi-

.
.

dual can be, expected -to return to his or her estimated wage in the near future. t

Aolo.C.
i. - ,

.

Alather, I use the estimated wage because it provides standard for's, a normal wage

that is less arbitrary than most alternatives.

. . In these tabulations, how, do I treat household headswho do not work-at wil?,

°I don't. These headi report no wage and no'hours and so under either of the
4W .

7
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first two questions, their labor income will remain at zero. This solution

sedmed more reasonable than some arbitrary assignment of' wages and hours that

would not be strictly equivalent, to the data used for other households:
6

,The results of the experiments are reported in Table 16. Note that the

experiments, involve all households the target and counterpart populations.

Consequently, it isimssible for people to fall into poverty as well as leave it.
7

The results of Table 16 can be summarized in four points.,.

Low Wages Make at, Difference for Men

. If males were working for their estimated wages rather than their

reported wages, poverty in male-headed househdlds would have been

reduced by 30-40%.
4

/
Low Hours Do Not Make a'Difference for Men

Ifmale household headS were, working for normal \hours (as defined,

in Table 15) rather than their actual hours, the amount of poverty

in male headed households 0ould be reduced only slightly. .

'Neither Low Wages Nor Low Hours Make a Difference for Women

_The substitution of either an estimated Wage or normal houi-s leaves,

the amount of poverty in female- headed households unchanged.

Children Make a Difference for All Households

If a household was classified as-poor only when its income was

inadequate to support a family of two children, the number of

,pgople in poverty would be reduced by.40%.

I can best explain the results by discussv-pj male hd. female heads

separately. Think of an individual's earnings as the product of (reponted

S

6A separate; more technical question concerns wages and,hours for farMers.

Farmers work extremely long hours and so appear to work for extremely low wages

:(i.e., a normal income divided by a large number of annual hours). The estimated

wage compesates for this by including a'dummy variable for farmers. But the

definition of normal hOurs in Table 15 would have all farmers working for (what

is for them) very low -hours and very low actual' wages. To get around thig problem,

'I have'defined normal hours to be actual hours if the household head reports his

occupation as farmer, and the appropriate number ip Table 15 if the Person is not

a farmer.

. .

.
.

For example, if Ihousehold head is working particulaMy,long hours and is'7 head 'is

actually lightly above the poverty line (i.e., in the counterpart population)",

assigning him normal hours fromTable 15 may reduce his income enough to bring

him into poverty. '7 8



TABLO6

THE SIZE (f THE TARGET POPULATION REESTIMATED UNDER THE WAGES EXPERIMENT

THE HOURS EXPERIMENT. AND THE CHILDRft( EXPERIMENT FOR 1967 & 1971

1967

(ail numbers in millionsof people)

.

, .

People Classified 'by the Characteristics of Their Household Head

67 Target
pulation

ge Experi-
nt

urs :xperi-
nt

ildren
periment

-1971

9,71 Target

dpulation

age Experi-'
ent

ours Experi-
ent

hi dren
xperiment

-75--

White Males Non-White Males. White Females Non-White Females TOTAL

5.02 million 4.70 million 2.45 million 4.18 million, 16.35millio

-4

3.22 million 3.32 million 2.82 million 4.74 million 14.35 millic

4.88 million 4.45 million 2.84 million 3.86 million 15.73 milli(

3.01 million 1.74 million 1..95 Oilion 3.43 million 10.14 mili'ic

5.24 million

2.36 million

4.45 million

.60 million

3.03 million

2.45 million

2.93 million

1.61 million

ource; Panel Study on Dynam cs

4.

J

e

2.76 million 4.28.million" 15.34 m511i1

2'.27 million 4.49 million, 11.59 milli

2.91 million 4.11 million 14.40 milli

1.95.million 3.67 million "9.83:milli
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wages x reported hours worked). The hours experiment substitutes a mean num-
.

ber of § for r orted hours. The wage experiment substitutes an estimated

wage (a conditional mean) for the reported wage rate. ma,Je head in

the target population will have reportedalours and reported 'wages that are both

0
below these means, but the lifference for wages will be larger. In 1967, a

typical mfa1le head worked about 85% of normal hours but.he worked for a wage that

was only asyz of his estimated wage, Iq this'context, a return, to estimated

wages will produce a bigger increase in earnings than a return to normal hours.

The case of liemale household heads differs frdM that of males because the

disthbution of femdle wages relatively lower. The 1.967 mean reported, wage

ve
for.811 non-white male heads (poor and non-poor) was $2.70. The mean fokall

female heads was about $1.70'and many women earned less. In 196, a woman with

four children could work at $1.70 for,2100 hours and still be several hundred

dollars below the poverty line.,,
1

Moreover, the distribution of expected Wages ,i,s,m4h tighter than the dis-

tribution of actual wages.
8

When Iisubstitute-a,vioman's estimated wage for her

actual wage:women whd are working below the estimated wage will, have increased

earnings WI earnings may not increase enough,to be out of poverty. Other women

. may be out of poverty because they were actually receividg more than their esti-

. mated wage. For them, substtituting estimated wages for actual wages constitutes

U

,r

a reduction in the wage rate which will cause them to drop below the poverty

lipe. This accounts for the small increase in female-headed poverty in the

.wages experiment.

.-111t.

8This can be seen by comparing the standard deviations'-Of actual wages to, the

much smaller standard deviation of estimated wages in Table 14.

(',3
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Summadzing the. Results -- Hbw Permanent is Poverty?
/

I bOan this section. by asking why people are poor in the first place

and what among their circumstanCes, might change to lift them out of poverty.

The Material just presented gives some crude answers-to these queftions.

Poor male-headed families are concentrated in rural areas and have very

low 1-svels of education. Thesetwo factors predict they should n low wageI

rates and, in fact, their wage rates are even lower than one would predict.

Though they work on average close to full time, their low wage rates produCe-.

insufficient income. to keep them above the poverty standard. In part this is

due to their large families that resAlt,in high poverty standards. But 60%

ofthe people in poor male-headed households dopot have enough income to sup-

port a two-child household above poverty.

Poor female household heads have fewer distinguishing
characteristics.

They are of as concentrated in particulars regions.' They do not have dramati-

cally low evels of education. but a relatively large proportion of them do

not work. And the numbers suggest that the ones who do-work earn low wages --

.
,

... , .- wages so low'that even if they were to work full time, their incomes would not,

be sufficient to lift their households out of poverty. Again, sOmesof this

'probleM arises from large families. But here too, red4pin4"families to two

children would only reduce the problem by 25 -30 %.-

Which of'these circumstances might change to lift a-family out of'povereY?

There are, of course; many possibilities for change beyond those just discUssed.

A female head might remarry. Or a wife might enter thela4,0arket
to supple-

ment her husband's income. I will lookat these 'items in nre detail in the

nezia section.

.1
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AMong the factors jusf"explored, ,the Most likely candidates- for change.

are male wage rates. Male hours have relatively little foom for change --

they are working Close to full tiMe already. rtmale wages and female hours
, P

both have room for change. .But the,position of fethale heads in the labor

market is relatively weak and lt is,unlikely that either kind of change would

li1t.tile household (tut ofterty.
.

Can I reatonably expect a man's wage to increase. I an extent.

Wage increases potentially can come from two sources. The first is a natural

life Cycle of earniiigs he wage estimates in Appendix B suggest that both'

black and white male wage rates increase through age 44 (though fairly slowly

for blacks). ,he data in Table 10 show that more than half of all poor emle

7 household heads are less than 40 aneso wage increases might arise from that

source.

0

A second *source would be incidentsof good luck or,"more properly, rer9loval

of the bad luckthat caused actual wages to be below estimated wages. But this

buck i0.plaus.ible only if the difference between actual and estimated wages

'reflect truly random events:- that is, they-don't reflect unobserved character:.
4

'istics like bad motivation, alcoholism, particularly depressed areas of resi-
,

dence, and so on.' I investigate this question in Append-fX C. My conclmsions

4--
can best be understood by referring back to Table 14.0

961is'der an individual white, male, household head whose actual wage in

1967 w $1.26 and whose estimated wage was $240 -: a person whine individual

characteristice equaled the averages for all poor white males presented in

fable 14\. Is it statistically plausible that $2.20 could be this person's

normal o,expected wage? Yes, it is. A similar conclusion holds for all other

race-sex groupst

X32

1.

10.
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On the other hand, consider a group of white male heads (in this case,
Av.

57 observations) whose average actual wage was $1.28 and whose average esti-

mated wage was $2.20 - = that isAthe group of poor white male heads contained

in Table 14. Is it plausible that $2.20 represent .the average normal wage
e

6<

Or averaie expected wage for the whole group? The answer is no: Similar

answers'hOld for each of the other race-sex groups- -A

. The,conclusions themselves aredetailed 'in Appendix G. They indicate

what common sense suggests: that at least some of the'lpeople observed in

poverty were caught in a partilarly bad year, a year'in which their wages

were unusually defAssed. Correspondingly,_it is reasonable to expect that

some of the people in poverty will .return to their higher estimated wages in

the future. But while this conclusion Is reasonable for some individuals

amOngthe poor, it is not.a reasonable/6-nclusion for the poor as a. whole.

Having said .all this, the question remains) How do people leave poverty?

I turn to this question next.

,..
8 3

a
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IV. How Do People Cross the Poverty Line -- An Analysis of 1967-68

How does an individual cross the,povertyline? Near the end of the pre-

-
A

ceeding section, .1 presented a shoe that might be involved:

-- The head of the individual's household might change. Since the

household head is the assumed principal earner, a changein head

may producei sharp change'in household income. Such changes might

occur because the individual is in a female-headed household'

'where the head gets remarried. Alternatively, the individual

herself might leave her parents' household to form a househOld

of her owns, ,and so ,on.

The head of the individual's household might experience increased

earnings throd, increased hours worked, increased gages, or

both.

'W

-- Household members other than,the head might experience increased

earnings. Members of the individual's household might receive

.increased income trough remOls; gifts,and.other non-labor

sources of income.

I assess the relative imillortance of these factorsaih this section. .My

focus will be on members of the 1967 target population who crossed the poverty

14ne-in. 1968.

Note that I have described each factor, from the perspective of the indivi-

dual rather than the household. Household composition changes constantly over

time. Dvorte, remarriae, and r atives ntering and leavihg all serve to rake

0(

the holisehold imprecise concept even'o erP' a period as ;short as two. years..
)

Dividing the sample into individuals and asking what happens to them avoig this
t

imOrecision..
,

.
.

willMy analysis will proceed if' ithree steps.. I will begin by grouping the 1967

0.

SQ

target pobulati:on by their positions in their 1967 households.: male heals,

. i

1Other factors are possible, but they do not appear to be too requent. Changes

in transfers are Minimized by the exclusion of welfare paymen s froth.income used

in this!paper. Another factor, frequentlrsuggested to me, is the case-Of the

family Who loses a member, and so becomes non poor because its constant income Is .

now compared to a lower poverty standard. '1 ran some.tabulations to test sp6ci-

)
fically,for this case and found that it destribed at most 1.5% of al people who

crossed' the poveety line between x1967 and 1968.
1 -

8 4
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female headS, young children and soon. I then will tabulate the rate at

'which each gro4 crossed,the poverty, line in 19,68. At Part/of these tabu-

lations,,I will show the relative importance of changes in the houtehold

among people who leave poverty.-

Next I will investigate those movements across the poverty line that

did..not involve changes in household head. .Here I will 16k-for tt-le

tive importance of changes. in ithe head's hours worked, changes the head's
,

wage and changes in the earningi of4others.

Finally, I will condense the previous material in two simple econometric

modelsthat aempts to prediceWho, among the 1967 target population, will .

. .
N...

be out'lo'f poverty in 1968. Recall from.SectionI1 (Table 6) that between
.

1967 and 1968, 31% of the 1967 target population crossed-the poverty line.

Alternatively put, a person drawn at random from the 1967 target population

CP-
had a probability of .31 of being' non-poor in 1968. But we know that this

pro bility wasnot even across all individuals:. ,Common sense suggests a.

child in a male-headed household with incomejust below the poverty line had

. % a better chance of leaving poverty next year than a child in a female-headed .

0. .....

household ,With no earned income.. Correspondingly, the iprobabilty of .31 is
_,...,

'actually the'mhn of ajystributidl of indiOdual probabilities of leavi A

I

1 poverty in 196. I will use the econometric models to construe, this ex e

distribution probabilities. This distribution will give a clearer pi ture

of the short fun dynamics of poverty.

I w41T conclude the section with a summary of findings.

Movements4Out of Poverty and Changes in Household Head
, .

'What is the chance an individual in the 1967 target, population left

poverty in 1968'1' And if 'he or she did leave, what is the dhance thit the

?
.-

17.

, 8 5
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move was involved with a change in household head?

I expect a priori that the answers to both questions depend upon the
- A A

person's position in the household. ,A male, household head will almost cer-

tainly remain the head-of any new unit he enters. A female.hoosehold head

may rem i head or may remarry. These possibilities for change suggest

diYiding the target population into the following classification:

A
Classification of the 1967 Target Population
for,Tabulating Movements-Out of Poverty

(a)-Male household heads.

,(b) Males who are not household heads, including male children,

resident.uncles, are so on.
ari4

(c) Wives.

(d) Female household heads with children under 18.
4'

. (e) Female household heads without children under 18.

. (f) Females who are neither wives nor household heads, inclDding

femalechildren, .resident°grandmOthers, and so on.

Groups'(b)and (f) will be further subdivided by their age and by the

6

..,(ex of their e household head.
,./

Figures 1-.8-Use this classificati h tetkulate 968 movementsatross the
8 f'

poverty line fqr the 1967 target popul ion. tab lat(Ons are summarized
1

in Tabl 17 at the end of ihefigls. I

/ .,-
.

Th data in. the figures make three poinlis. Within a given year, changes
- ,

.

.

' in hou ehold head acEount for a relatively small proportion of movements across
'

the poverty line. The,suthmary data in Table 17,show that between 1967 and 1968,
, ..

4.99 million pe pie in the 1967 target; population left poverty.' But of these,
fi

I

i

onA 4y .36imilli n, or 7%, experienced change in hOusehold head. This proportion

extends toialmost every subgroup including female household heads with children
1 ,

where the total number leaving poverty was five times'the number ieaving
".

dor

poventythrough remarriage.
86.
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FIGURE 1

.MOVEMENTS OUT OF POVERTY FOR MALE HEADS gF HOUSEHOLD*

Poor'in 1967
1.91m

Not Pooi-1968
o Household Head Chkge -()%

Poor 1968
49%'

ouse o Hea ange .
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kin Figures' 1-8; branches involving, less than 1%.of the group.in
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question are omitted..
t

:11

4.
,

7

0

Ar
l

(

(7
;el

4"



4

-84-'

FIGURE 2

MOVEMENTS OUT OF POVERTY FOR" MALE 'NON -HEADS OF .HOUSEHOLD

WHO LIVED IN A MALE-HEADED HOUSEHOLD IN 1967

Age less than 17.

Poor ill 1967

2.80m

Ages 17 -25

Not Poor 1968

o ouse o ea ange

Poor 1968
It er Leaves

Poor 1968

o Household Head Change

Oder c25

.
,

*Poor 411967
.03m

Not Poor 1968
Forms Own Family .

Not' Poor 1968

No Household Head Change

Poor 1968
"Forms. Own' Family

28%

2%

70%A

13%
e

10%

8%,

'1

Poor 1968
Father LeaVes

2%

Poor 1968

Not Roo 1968
hange'

56i

67%

.

er:
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FIGUq- 3
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MOVEMENTS 'OUT.. & f;OVERTY-FOR MALE NON -HEADS OF HOUSEHO16
WHO AVED I1 4 FEMALErHEADED HOUSEHOLD IN 1967 -

'Age,less than 17

Poor in 1967

2.04m

100.,

Not Poor 1968

44-

f

Ages 17 -25

Female He Head Remarries

Not Poor 1w968
'

No HousehoWead%Change" ,

Poor-1968'-'
No Household HeadiChabge

Not Poor 1968
Forms Iwn Fami y .

.

Not Poor 1968
Poor in 1967 Na Household Head Change

..33m
Po r 1968

Forms Own Family

Poor 1968

No Household Head Change

2%

cal

14%

84%

t
%

14% .

6%

73%

'I'
Not POor 196

Over 25 79%
No House old tiea Change- .

I. .

. ,.'
',

foor.in 1967
* v

.03m
,

ftk, 0 A

1.;. _

Poor 1967
1%

N
.

Housphold,Head Change

. * 'A' 0

4

4$

4

9,



I '

.786-

.1

Poor ,in 1967

1.56m
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FIGURE 4
.

MOVEMENTS 00 OF POVERTY FOR WIVES

Not Poor 1968

. No Household Head Change,

Poor 1968
os us an

Poor 1968

o ouse o ange

1%

54%

,,,, ,,,

FIGURE 5

MOVEMENTS OUT OF POVERTY FOR FEMALE kiEADS OF'HOUSEHOLD

WITH CHILDREN UNDER 18

boor-i -1967
1.. 23m

aa.

Not Poor'196
emar s

4

1%

Not Poor 1968 24%

No' Tiouseho a
70 ,

o. ouse o ea
/

Poor.1

ang
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FIGURE 6

4' MOVEMENTS OUT OF POVERTY FOR FEMALE HEADS OF HOUSEHOLD
WITHOUT CHILDREN UNDER.18.

Poi)," in 1967

.45m

ti

Not Poor 1968
Head Remarries

Not Poor 1968
No Hodsehold Head Change

I 0

4

*In

6%

28%

Poor 1968
66%

.

No Household Head Change

O

z
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7VEMENTS OUT OF POVERTY FOR FEMAL-qWHO ARE NEITHER WIVES NOR FEMAL HEADS

AND WHO LIVED IN MALE -BEADED HOUSEHOLDS IN 1967

Age less than 17
Not Poor.1968

o House old:Head Change
32%

Poor in 1967
m

Ages 17-25

Poor 1968
at er eavese.

Poor 1968

No Household Head Change 67%

2%

Not Poor 1 968
2%

Poor in 1967
.22m

a er. eaves

Not Poor 1 968

Forms On Family

Not Poor 1968

it

o. ouse o 'ea an se
22%

-Poor 1968
,

No HOusehold Head Change
70%

Poor in 19.7

.04m

of Poor

it

No House old Head Change

411C

Po6r 1968

29%

Father Leaves

15%

7%

Poor ,1968
o Household Head Change

56%

. . 4
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MOVEMENTS' OUT .OF POVERTY FOR FEMALES WHO ARI NEIThi.-R.WI'ES NOR FEMALE HEADS
AND WHO LIVED-IN FEMALE-HLAURf HOUSEHOLDS IN 1.967 rT

4-1 .

Age less than 17

I.

Poor in 11967 *
9 m V

Not Poor Y968
%Head, Remarries-

.

Ages 17-25

Poor in*" 1967

.47m

2%

...Not Poor '1968 r"'
o Household".Head Change

,Vits4

t

t

Poor 1968
.

tilo \House o ea ange -

I .4

to.

.Poor. in 1967

..14m

Not Poor 1968
-Forms- Own Family

Not Poor 1968
Head Remarries t.

NOt Poor 1968 ,

No Household Head Change,1,5%:

Poor 1968

rorm% Own Family
i

....

Poor 1968 :,. 65%

No House d Head -Change t r

-

Not goo 1968

0

No HOusehold Head Change 2-9/ 'It'

":sk1;

/ . ;'!%4:

'J.

,

12% ,,,,

4

Poor 1968
- 71%

No Householcb Head Change
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A SUMMARY OF 1967=58 MOVEMENTS OUT OF POVERTYfFOR THE 1967 TARGET POPULATION
,

. \

D

4 \
\ 0

I

. \.)
Not Pobr in 1968 NotPoor in 1968 Poor in 1968 Poor in 1968 Rate of

Total In With Change With No Change With No Change -. With Change , Crossing the

Group In Household Hear- In,Household Head In Household Head In Household Head Povertyline

Male Household Heads 1.91m -
i

.

.

Male Non Heads

Age 0-16 .
r

In Male-Headed
Households 2.08m

In Female-Heaided

'
Households 2.,04 .

,,

.03m,

F

Age
,..
1745 t /

..

' In Mlle-Headed
Households .49M .07m -.

In Female-Headi
Households .33m .06m

Age Ofer
In Male-Headed
Households .02m

In Female -Headed

Housgholds .03m

41.56m

female- Head --With

.ChiidrenUnder 18 11.24m .02m

Female Heads WithOut
Children Under 18

Females Who Are
Neither Wives Nor

Female Heads
Age 0 16

In le-Headed

.HOu pholds

In Female-Headed
Ho seholds

2.64m

1.93th

.94m - .9/m , 49%

,
l'

.79m .05m 1.96m 28%

.29m
, 1.72m , 16%

6 .
.05m .04m .33m /N}

24

:05m .02m .20m 33%

.Olm

'.02m

.71m

031C .13m

:01m 50%

.01m 66%

.Olm .84m 46%

. 92m 26%-

. 29m 36%

4' ..

1
.84m

..':Iit

. 44
a '1'

.04m1 /1.76m1 32%

.06m 32m , 1.55m 20%
R ,.
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TABLE 11 (continued).

- Not Poor in 1968 Not Poor in 1968. Poor in 1968. Poor, in 1968 Rate of
Total In With Change With No Change. With No Change With Change Crossing the
group. In Household Head, in Household Head In Household Head In Household Head -Poverty Lirie-.4

Femate.Heads (continued)
-0 Age 1725

In Male-Headed,'"

.

, Households- .22m c

In Female-Headed
Households . .117m :'

r

' Age Over 25

.02m

..07m

«

\.
.'

7-

, .05m-

... .

'.07m

.0

In Male-Headed ,

Households .04m -
-.:.

,.In Female- Headed

.

.

- ,

.01m -

..

Households .14m. - .04m ..., -\

TOTALS 16,35m 2 .36m. 4.63m 09m

1.

.

.-

-
.02m.. 25% 44.

«
, .

''..166t . 29%

11.15m 31%..

.15m 32%

.31m 30%°

r

, ,

41

'N

c.co
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Next, different kinds of households leave poverty at very different rates.
..,

,
,

.A male household head picked at random from th e 1'967 target.population had a 49%
.

.
i ...

chance of not being pOor in,198. The corresponding ance for wives was similar..

But the chance forfemale household heads without children was 36% and the chance

_.

.

for female heads witlichildren was 26%. These figure reemphasize the difficulty
.._..

of 4feinale household heads earnth income in excess of the poverty line.

Finally,smallfamiliesarernorelikeli.toleave poverty than large ones:

.

The reader can see this by comparing the chances of leaving poverty for household
, .

. -... ,

headS' and for their children. A male household head had a 49% chance of leaving

poverty Tn 1968. But childen under 16 in male-headed households had only a 30%
i .

chance Of leaving poverty. Stlarresults,hold for children in female-hea-ded . .,

, 4
.,..,..__,,,

. ,

households. Both'results'itiggeSt'ihat4louseholds who left poverty had smaller ,'

than average numbers of children. :341e re'sul't is not surprising4 Mores children

.
. c, ; --.....'

imply'a,larger official poverty standard and a larger income if-the family is to (-

live atia.level above poverty. ,

,.

8
.

Inran -earlier paper, I speculated that many.movemenis'out of poVerty might arise
.

.

1

from ,changes in household head and, correspondingly, discontinuous changes in

. , ,

/

family income.
2

I argued that if these'discontinuouschanges were frequent;

economists' emphasis,on marginal tax rates of income maintenance prograMs might -

be ,misplaced.
3

Rattler than make marginal' adjustments to tax rates, people might

/ a
over the range of the tax rate entirely when they refdrmed thglr households.

he data in fable T7 suggest that' tAs argument was incorrect and changes in house-
-, .

\
hold head influence only a small-proportion of people who arinually cross the poverty 1

.

. , / , '14-..,

2See r6,15iscontinuoustBehavior and Income Maintenance," paper presented at the
Western Economid Association Meetings, Las Vegas, Nevada;Aney, 1974.

. , .

3A different arguMent for downplaying tax rates arises from the findings of the
New-Jersey negativeincome tax experiment which fdond no statistical association
between the magnitude ofAhe tax rate andindividual labor supply detisions. See

Albert Rees and Harold W.Watts,.,"An Overview.of the Labor Supply Results," in
Joseph A. Pechman and P. Michael Timpane (eds.), Work Incentive and Income Gmaran-.'
1.pe.5, Thp New, Jr'pse Negative Income TaxExperiment, Washington , D C., The Brookings

JAsOtution, 1975, pp. 5047-, ,,.:. .

, :

, s,;,
.

?
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Movements Out of Poverty - Households Who'Keep Their Heads

(' When a father leaves his wife.and children v.or when a'female household

head remarriet, we exgect a sharp' change in household-income...-But- -how-do
-

households cross the poyerty line when they retain the same individual.as

head?

The material I have presented so far contained seyeral propositions:c j

-- 'The "what-if".experiMents in Table 16 suggested:that male headed

households weve more likely to'leave poverty than female headed

,household. This propositicn was cdnfirmed by the,data in Figures 1,
,

4,:and 5. S.

-93-

-- The-"what-if" experiments also suggested,that male heads would

leave.pdverty primarily through charges. in wages; rather than changes

in hours. This proposition remains to be tested.

-- The data summarized in Table 17 indicated t)at hOuSeholdg7whoAcross.

the poverty line have fewer children on average..thati hOuseholds who

remain in poverty.

There are aqiumber of other questions one might ask. The experiments.
. . .

..

id. Table 16 involved only changes in the head's earnings. But among hoU'seholds

who leave poverty how important are the earnings of wives? Of other householdY
mefibers? How important 're changes in income not associated with labor Ouch as

private transfers, rents income and so on. More generally, does crossing the

poyerty line involve a significant change in'income or does it involvenincrease
c

of just a few dollars?

99

A.
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,To answer these questioni, it is necessarY to lciOk at those households'
.

.4

in the 1967 target population who had the same household head in 1967 and 1968.

Income and family size data for these households are contained in Table 18. The

households themselves are tabulated by the race and sex of the household head
4

and subdivided into two groups: target population households who remained poor

in 1968 ("stayers"), and target popdlation hOuseholds who left poverty in 1968

("movers").

Since Table 18 contains only 1967 data, it is useful to a'sk whether'the
-. . /- ,

.

.

data any cluesthat point to those/amillies who moved out of poverty 14

-) pie following year. The only consistent answer seems to be'family, size. Across

all ra6-sex groups, families who stayed in poverty miverage threb children p r

househo d mor than families 'who left
.

.-(

0

.,
/

In most ther dimensions movers and stayers are s- imilar. Their pre-welf5re,
*

,

cash incomes are about equal. The head's earnings are equal among_male headed house-.

,

--,holds. Among female headed househOlds; the. heads of stayers earned more''in 1967

than the heads of movers. Stayers had more welfare.tncome thatiimoveri. though
, ...

this is due, at least in part, to their larger numbe s of children.
/

'Movers had .-

.

..-

,
.

higher 1967 ratios of pre-welfare income to the pov ty stanOrdNputthis tclo?. .

,:.,is due,,to movers' smaller.family.,size.
.

, \5 0,

One other item in Table 18 deserves mention. The data sh(Ma movement' out
..

.

of poyetty irholves a significant change in, income, even' foe as /family who retains
N

the same head. Allmoyers and all stayers had incomes that i creased in 1968.
.

Bat 'stayers averaged a $1,000 increase whtlemovers.averaged a $3,000

/

Where didthis $3;000 increase come froM? Table 19A ves"data on the .

sources of ineome change for target population household mho left poverty in

468 - th'e movers of'Table 18. The data fo' male headed households gives st o g

support to the prOpositions derived from the ';what-tf",experimentssin Table 6.

4.%.
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J TABLE 18

1967 SOURCES OF INCOME FOR THE TARGET POPULATI060USEHOLDS% WHO HAD THE SAME

e INDIVIDUAL' AS HEAD IN 1967-68.

A. Households Headed by Malls

Total Money Income
Including Welfare

Welfdre Income

41e4cys,Catior IncOme
.

Wife's Income From Work

:1,

;Income of Other Members

Number of Children' .

e
White Males - Non- wtfite Males

Stwers 'Movers ' Stayers Movers

.1/I.
$ 3551 $ 2706, $'3641" $ 2636

970 37 905 al5

1981 .- 1652 2020 1792

. ,

68 148 226 .4 614

155 12 341 . 51
.

. 4.5 1.3 5.4 t, 2 . 85

Ratio of Prel-.Welfare',
,' ___

'Income to POverty Standard .57 %69. - .48 . .64'
, , .

.

1967 -68 Charge in Pre-Welfare
Income. 987 $ 3245 $ .859 $ 3666

. ..

7

., .,

B. Households Hea0R4 by Females
, - . 1

4) 'White Females __'Non-white Female*.,'
,

Stayer0 Mdvers Stdyers ' Movers,
i ° 41.Total Money. Income . .

, .

Including Welfare $ 3036 $'2269 $ 3277 $ 2263
1 -,

. , ''''

Welfaye Ancome --.. ../ .. 782 . 485. .944: t 602 .

Head's Labor Intome ''.7. A673 888 -1 44 968,
/ . -

, ,\ 4.. .::.
.

,Wife's Income* From Work
.

,= --

,,

1° Income Of Other Members - 98,' 168' ,329 , 250,

Number of Children ,

,
pek Household, ,.. -.3-4', 1 . 5 41 5 . 0 ,1.9.

,,. ,

-
. . . .

,

.

,
Ratio of Pre!-Welfare I,

.Ineome,to Poverty Standailf ,58 . . -JO- :44 .58
x--

--',
. -

1.90-68-parige: :

.Intorile c1626"

Source .Pindl.StudY of. 1ticomc ,004m1cs i
, ,:,,,t:),5 t

$ 2376- 808
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The typical male headedhouseholb left 'poverty through,a $3,400 increase in

?.

income. About tWo-thirds of this increase was due to an-increase in the head's
, .

.

. . -

earnings. 'And the head's earnings increased primarily through Maher wages

rather than' ldriger hpurs. Between 1967 and 1968, hours Worked-by these male
\

..-
\ 4

.

heids increased by 20%, but thelr.average Wage iriCreased-by 65%. Other.house-r, .

1 .

...

hold members alio'hip her earnings,i)but Vaeir were a r4lativel9

small part,Ofqhe household's new income
i -le.

1. v,

The importance of 4agesnihcome changes is surprising only if'one believes

,that prior ma-1e household 'heads usually suffer from extreme Unemployment. :-The

. .

,tabulations in Section III showed that this.was not the case: mast male,heads in

the target population worked, and they worked dose to full time. In this contest
.

I

, .

a change in,wage is the only way a heads earnings can increase.

.

,

The results for female heads, as expectedare more diffus6. White:female,
1

. , p .

heads who left poverty hpd wage and hours increases,of,40%, but they also bene-: _
., ..

fitted substantially frbm increa sed non-labor income, presumably including ali- ,

mony and child tupport payments. Non-white female(reads had wage increases of . ..,
.

.
..

40% while hours increased by 70 %. Again, other household members increased '.

.their earnings, but these chanles were relatively small.
11

.

-rn surfmary, maleneadett households cross the poverty line- becausebecause the head
s

. -finds a job at a *higher wage. Female headed households cross the Obvqrty line
1 .

, . ,

-.
because the head findsia job at a higher wage and works longer hours.

.11 Two Simple Models of Movements Out of'Poverty
,

.

.,,

To this point I have described the way in which iridividuals in trie..1967 target

population 'eft poverty in 1968. I now wish to summarize this.description in

.
'two simple econometric models. The Writ of th models-will be predictive:a

. ./
. ..

.

\
.,,.

1 0 2
I
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TAQLE 19 . ,
.,

- ...1 ,t

. *
.

.

I' SOURCES OF INOME CHANGE FOR TARG6*POPULATION HOUSEHOLDS WHO LEFT POVERTY

. .

IN 1968 AND WHO HAD TkE:SAME INDIVIDUAL AS HEAD IN 1967 AND 1968
.-v

-4) . 4 t Y. ::-

r
Increase ih Pre -Welfare
Ivomp

.

Increase in.,Heaes
\L..^: Earnings

.
,

Increase inNife's Intome

ra,

Characteristics of Household Head

White
Males

..Non -white

.-Mfales

4-31 $ 3666

2005 . 2773

484 f 835

Head's Annual Hours of Work -

1967 1603 1855
1968 1963 2200

. . ,

Head's Average Wage for
,

Those Who Worked

White

Females
Non-white
Females

$ 237( 2668-

,954 1731
A , C

'378 551

. . 938. 1031

1305 1737

- 196101. $ 1.30 $ 1.21 $ 1.04 $ 1.18
i -1968 2.05 2.07 1.50 , 1.66

.,

SoUtice: Panel Study, of Income tlynaMics

ot

. .

4

1 5

103



I

given an individual's Characteristics in 1967, what is,theprobability that-he
; .or shd Will be in a non-poor household in .1964 I w ill begin to develdp.the

model by summarizing the'material just presented.

Within a single year, few people cross Ah eepoverty line through a change

in household head. Most/ cross the poverty line by remaining' in families who

keep the same head and who experience a. .changb in income.

%A household at does cross the pOverty(
line is likely .to be headed by a

t male'ind is likely to have few children (compared to other poor families). Its

intreased income%will result 'primarily from.highdr earnings by the head who

will have some increase in his\hours worked and a substantial increase in his

wage rate. Other hoUsehold members yilI have higher earnings too, but their

increases will be smallerithan ihe
A

he4d"s...

A femal -headed -household may crov" the poverty line, but its chances of
.

,

'dofng so will I be about half as large as .a'household.headed by a male. Here,

tdo, households that cross the poverty line .wilJ have relatively few children

The head-'s labor income will increase but the increase may.result from longer.

hours worked rather than higher wages.' And the, increase maybe accompanied by

unearned income from. private transfers,and other sources. The income of other

earners will increase but the Size of their increase will be less than that of

the head.

-How can I translate ,descriptiondeicription into a model? A model for maleeaded

hous'dholdsmust be able to capture the changes in wages observed in 'fable 19. --

In fact, these wage chinges-were anticipated by the data in Table 14

4Again, poverty refers,to pre-Welfare income below the poverty line.
6.

s'
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that Showed male, heads, in ,the;tar,get population were receiving much lower wages

;

than one would estimate based on their personal characteristics This sug-
.

gests male headS who left. poverty were responding to something like a permanent

I
income model. They were belOw the pwierty line in.1967 because they received

unusuatfy low (for them) wages, worked unuqually, low hours, or both. IN addi-'

.

.tion,,other members'of their "households might hive earned less than, normal,

4

amounts. Conversely, the household's movement across the poverty,ljne in 1968

represented a return toward permanent' income.

A household's.trge permanent income cannot bp Observed iii the sfiort run.

But it issoSsible to approximate permanent income as a weighted average of

the Imusehold's current income and it's estimated income, the average income

received by all houSeholds with similar characteristics.. I have outlined such a

model-in EquatiOn 2 below.

A Model totredict Movements Across the Poverty Line for Male Headed Households

Equation ((2) Z68 = f( (Y/P)67, ,IEY/P)68e Unemp68, Onrelated67Y

where: Z
68 ,

(= ifithe household is above poVerty in 1968 (where

l

( income). .-

(= 0 if the, household is poor in 1968.

poverty is defined excluding welfare payments from

(Y/P)ep is the ratio of the household's 1907 income (Occluding

welfare,payments) to its 1967, poverty standard.

(EY/P)68

Unemp68

Unrelated67(= 1

s the, ratio the household'd1968 estimated income

to a poverty standard which has been 'projected to 1968

by allowing for changes in the cost of living while

assuming no changes in household composition.,

is theunemployment rate in the household's county in 1968,

if,the household consisted ofan.unrelated individual,

in 1967.

if the kusehold consisted of more than individual fn,

1967.

5To be correct, this statement asto
in the estimated Wage.' (See Appendix

e account of unobserved characteristics

I.

O
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Equation,(2) contains two menVariables. One is the household's actual' .

1.967 income. The other ,is-its estimated income for 1968. Construction of the

estimated income variables is' sketched in Table 20 andidetailed in'Appendix D.

,Briefly, it represents all extension of the idea of an individual's wage. for both
1"

the husband and wife, I use cross section wage and labor supply fuctions to compute

the households expected labor income, based On their 1967 characteristics`:'

botjl actual and estimated income by the household4s poverty standard

corrects for household size.

- The model contains twoother variables: One is the county unemployment-

.rate for 1968. The aggregate tabulations in Section II indicated flows across
, .

the poverty line 'were.,infTuenced by the'national unemployment 'rate. Putting

%

the counV unemployment rate in a m odel'of individual movements across 'the poverty

line tests this idea at the micro level. The final variable distinguishes un-

*" related individuals from,multi-person households.
.

Note that.with the exce ption of the unemploy ment.rate, the model works

from an ex ante perspective, predictng'aTerson's 19'68 poverty status from

7 '

characteristics collected i/ 1967Nquestions. .

Equation (2') is designed to Predict the income movements of male haUsellid
.

heads., If all other household memliers remained with the head,the sameeauatiori

!Auld apply to them .as well. There is the possibility that A head will senarate from

. /

his wife in which 'case the chil.d`rerf will'orobablv remain with the 'mother. 'The data
.

.

in Table 17 suggest this event is relativeky infreguent in''anv one year, 'but I can

.1

6Ideally, I would like to perform a similar pr cedure foreachearher in the house-

hold but the form of the Panel ,Study data mak s this impossible. A daga record >

.describing a male'household,head contains su staptial,information about his and

his wife's characteristics but little inform tion about the characteristics

of other household members._ It -does inalude the 1967 earnings ofthese other,

members and so I assume them to,be Mainconstant in 1968.
9

.

,

7The Panel Study did not include unemployment rates for 1967..

-406,
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TABLE 20 ,

DESCRIPTION OF THE CONSTRUCTIOWW:1968 ESTIMATED

INCOME BASED ON 1967'CHARACTERISTIO
S

a) Estimate wage equations for each race-sex
(

grOup based on individuals
wtio were in the labor forolt'iv 1968. (Independent variables are
detailed in Appendix 6.):

b) Using the estimated wages'constructed in (a); estimate a set of
labor 'supply functions for -male head's and wives whb were in tie labor
force in 1968: (Estimating procedures are discussed in Appendeix

t .

.c), Take a household's reported income in 1967'and remove frbm it all un-
emplbyment'compensation and welfare payments. Also remove' from it

,

the labor income. of the head and wife (if any). Project the remainder
forwarthito 1968 by mdltiplying by the rate, of increase in, the consumer
price index..

.

. .- ' --- %
,a,

0 ;,Use 'tilt wage equations in (a) and the labor supply.equatiqns in (b) to
. estimate a labor income for the head ant wife basedn their 1967

charactOristics.*
. .-

.. .

.
..

% . ,

e) 1968 Expected Income is defined as the sum of'the terms calculated in
° (c)' and (d).

.

r.

The 1968 estimated-poyerty standard is the household's 1967 poVerty
standard brought fth'ward by multiplyingby the rate of increase inthe
consumer price indexl4without assuming any change in the household's
composition.** o .

46' .
=

v

.

*Ip making these calculations, I assume pat individui:Is age one year.°
But I don'A 41ook aheae to see whether they completed one more year of
education,-chariged their plade of'residence, became disabled, Or had

other characteristic change in 196q. 4
.

.

* *The reader may ask why it is necessary to project all this forward'to
1968 rather. than calculate everything iin 1967 estimates. There are twq,
reasons..; First, wage rates may have, risen fatter or slower than the cost
of livn.between 1967 and 1968. Second, estimated hours worked for an
fndividual.0,given,charicteristics-may be different` in 1967 and 1968.
Both of these differences suggest,t4at using 1,48 cross section estimates
'will produce a,diftePent result than simply scaling up 1967 estimates 6y.

,. . fhe7consumer -pric* index. -, - 1 W7- "' 7 2
. , . ,..1..,..:.

..



test for'it resence,6y,estimating Equation (2) separately foe,husbands,,

Q._and wives._ The independent variables in each estimation will be the..same-- the

household't actual 1967 income and estimated-1968 incomes! -abut the estimlas

will differ`jf abandormient in19t8 leads'to the wife and children heing poor while_
-

.thehusband out of poverty.

4

Female-headed households without children ,under 18 -- that is, households
.e-: .

not eligible for AFDC-- should behave like male headed households aid so T can ,

use a similar mogel ,60pplatn their income movements. To the extent-that.some

heads remarry, the overal) probability of being non-poor in 1968 will be higher.

.

. Presumably the estimate will reflect remarriage through a l. arger constant term.
,,.

FeMaterheaded families with childrelOpose a problem because iris hard.to,,
. . - .,,

Q

estimate their labor supply. These heads are eligible for AFDC and so manydo not,

work at all. Many others work full time. ,But relatively few woriebetwe 00-

,and 1500 hours. It is pos§ible to estitate'a labor supply function but theup

fuction will havehuge standard errQrs:it will imply that a typical female head

works 1000 hours when fact half of the heads work 2000 hours while half don't

r/M
work at all.

9
At fSsue,.then is not a fem4le head's estimated hours? but

0

rather the probability tha%she'accepts welfare (and hence works relatively

little duririg thkyear). After some experimentation, I have settled on the
o

model in Equation (3) below:

r

,

8Thedata sets are not identical because some male household heads are unmarried.

1.4k
i explore.estimatin§ such a supply ,function in tection VII.

40.

4`'
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- kModel to Predict Movements Across the Poverty Line For Female Headed
Households With Children: ' ,/,

. . - .
( _

Equation (3) Z68 F .(Y/P)67

WELFARE'
, WAGE

UNEMP
68'

Race).
'

Where Z
67

( = 1 If-the household is above'poverty in 1968 (where
.

' - poverty is defined as excluding Welfare payments
. -

(

from income). ,

.

'

..

( .'0.If the, h4ipehold is p oor inb1968

(Y/P)67
is the ratio of the household's 1267 incbme.(exclud-
ing welfare payments) to its 1967 poverty stanitard

.4.
,

(WAGE )
.

'is the *ratio of estimated income from full-timewurnE) woro.estimated income from %AFDC withoutwork.
Income from work is construced by multiplying the
woman's 1968 estimated wage by 2000 hours. Income

from welfare is calculated by multiplying the 1968
average AFDC payment per person An her state by

\ the number of people in:the woman's household.

Unemp68 is the unemployment rate in the houehold's county
in 1968 ,

'I

/ -103-

I

Race (1 .if the woman.is non-white
.

(0 if thg woman'is white

st

The variable (WAGE /WELFARE) is an estimate of what. the Almair might make

from full time woadivided by what -the woman mightoecive from welf4

Without work. For a mother and three children, this number can be as low at'

..8 in a state like New York, and as high as 6 in a state like Mississippi.

The variable acreasei with family size and increases with i woman's estimated

Wage:" Note- that' the variable is hypothetical: The womani,s ,wage is an °eitimated

wage, not a wage 1 observeoend so it can be calculated for all women including,

'those who do notes work. Similarly,, the woman's estimated welfare payment is

based on ave rage figures for filer state in-1968 10 and'in calculating it I do not

%.atiumehe woman actually receives welfare.

L,
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O

a

A

I ,assume that as this.variable increases,"t4;e woman will find work ,

, k

relatively more attractive and so will have a greater probability of working

s,

full time an4 earning income above the poverty line. Herele, the pOssibility

of remartiage is implicitly incorpor4ted into the model. rat.
These models cover most cases of income change. One case not covered'is

the older child who leaves his or her parent's home to form a new home.

Modelling this case would require a large amount of.additional coMputation while
0.

the data:in Table 17 suggest the annual number of childr,encaidng this move is

Oldie small. For simplicity, I Have_deCidedtb treat these older children

like other children and assume that they remain With their hous holds (or'

their mothers, if their parents separate).

Table 21 contains estimates of six models.
11 Each jmadel iseWmated on

the set of 1967 households with expected incomes beloW300% of the-povertyr

standard.
12 The Panel Study contains large humbers of male headed households'

with this range and so 1. estimate Equation.(2) separately for white add non-

. white male household heads and wives 'The sample contains fewer observations on
4

- febale.heads and so for.these estimates I pool observation's on 'both races and

add-a separatevariable for race.

Specifitally, I' use 1968 average payments for _the state in, which the household

resided 'in 1967 to preserve an ex ante perspective..:,
11 Because-the models aql involve (0-1) depadent variables, they were estimated

conditional logit. To understand this formulation, let X represent a vector

, of independent variabies,'for example the set Of indepenaentyariables contained

in Equation 2. Le4 B represent a i:/ectorof estimated coefficients for These .

variables. Then,;110,ipie ex ante probability of not being poor in,196Elycan

be. written: A ,

B' X
-. .

n -
. , 1-68 = 1 e ..,,,--

b.,. B' X ,

, . ,.

1 + e--
'02 ' . .

. This set includes many'llousehotds who were not poor in 1967.' InclusiOn of

both poor and non-poor households in the estimation is necessary to avoid

truncation 'bias in the estimates. 4

O

1 1 0
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Before discussing the results, it is useful to review how the models

might be wrongs A household's estimated income and its actual income may be

highly correlated. If this,were the case, I would expect the coefficients of

both variables to have-veryhigh standard errors. Alternatively, a household's

actual 1967 income might be by itself an excellent predictor of its 196& income.

In this case', the estimated income vpriable.(and the WAGE/WELFARE variable for

female heads) would not add information to the equation. Actual income would,

'°'' 'be highly significant while estimated income would be insignificant.

. The estimates in Table 21 indicate these problems do not arise in most

cases,. Actual 1967 income is significant for all groups. Estimated 1968. income0

is significant-for all- male heads and white wives at the 5% level, and for nonwhite

wives at the 10 % ,level. The (WAGE/WELFARE) variable is significant for female

4'1A

-

I

1 t

heads with children at the 5% level. The major failure in estimation its. female

headed,househblds without children. Here, only 19.67ectual income. significant.13

The estimates'can be beit understood by considering. some specific examples.

Table 22 'Contains sample calculations for P68, the Ax ante probability that a

household would leave poverty in 1968 based on its 1967 char cteristics. Part A

of the table contains_data foematelleaded'househol.ds.
,
To p t the calCUTatiOns-in-

,k

context, recall from. Table 19 that male heade0 households in the target populaplipo

had averagetpre-welfare income of about $2,500, and the,1967 poverty standard for

an urban family of four-was $3050:

13
The problem for this group is pulti,colinearity: actual 1967 income and 1968
estimated income Are highly correlated. The 'problem arises because thesti-
mated income variable for female heads involves estimating labor income for
the head.only. The earnings'of others and non-labor sources of income like
alimony are assumed constant from one-year to the next. These other sources
account for a relatively large proportion of household income and so produce'
the correlation between the two variables.

11'1
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TABLE.21

Logit Estimations of thethe Probability of 'Being in a',Non-Poor Household

in 1968 Based on 1967 Personal Characteristics
*.

.
($tandird-erraOt are in parentheses)

Characteristics of Individual

White
Male

White**
Wives

Intercept.. -.73 -1.70

(.95) (.85)

1967 Pre-welfareincome 1.60. 2.45

Poverty Standard. (.35) (.39)

1968 Estimated Income .93 -7.70

Poverty Standard .. (.43) (.33)

.WnemplOy.Ment Rate -29.54 -26.19

(9.36) (9.29)

UnrelaXed,..IRdlyrillual' -1.43
(.71)

Race.

.1:Jage

Welfare.

Nonwhite
Male

-2.53
(.60)-

2.94

(.34)

86.

(.26)

-25e52
(9.46)

.43

(.70)

Ndnwhite - Female

Wives. .,w/o--

Kids r

-Z.35 -2.14

... (1.60)

3.33
(..36)

.42 -

(.26)

-25.40,

(10.08)

2.95
(.59)-

-.20
(.56)

.07

(.22)

Female
with -

Kids

-2.61

(.78)

2.56
(.29)

.07

(.12)

.56 -.78

(.78) (.38)

.16

(.07)

, .

'Percent non-poar in 1968 90% 87% 70% 67% 84% 46%

Percent Correctly
Predicted 91% 90% 86% 85 91% 83%

1*

Sample Size 442 446, 583 570 185 383-
,

Ifikelihood Ratio Index .66 .64 .51 '.50 .64 .40

*Each sample'contains households whose 1968 estimated incomes are less than

300% of the poverty line. Poverty refers,to income, excluding welfare payments,

--", less than the governient poverty standard.
.

,

,
**Equations estimates for wives and hush nos use the same estimated and actual

income variables.. The
estinlates.themselves may differ because a hutband-who

leaves his wife and children will almost certainly, be non-poor_ injW while

his wife and'afildren may be poor.

1 2



TABLE 22 -107-

SAMPLE CALCULATIONS FOR P
68'

.THE'ESTIMATED EX ANTE PROBABILITY THAT AN INDIVIDUAL

mouLD BE OUT OF POVERTY IN'1968 BASED ON THEIR 1967 CHARACTERISTICS*,

A. Male Household Heads

ACtual Estimated
1967 House- 1968 House-
hold Income** hold Income

- County
Unemployment

Rate

White
Housghbld

2 Children

Male

Head
4 Children

Non-White

Household
2 Children

Male

Head
4 Children

$2500

$2500

$2500

$3350

$3350

$2615

$2615

$3504'

$3504

$5256

4%

6%

5%

5%

5% r
i .

.49'

.35

.48

.58

.
.69

,,-,

,,32

, /.21.

.31

.35

.42

.33

.23

.34

.50

.60

.15

.09

.14

.19

.24

,NB. Wives
P
68

Actual Estimated County 'White
,

t

No-white
<1967.House- 1968'Hpuse- ,Unemployment Wives ives
hold Income hold Income ' Rate 2 Children 4 Children 2 Children" 4 Children

.
I . . %

$2500 $2615, 4% .41, , .24. ', .28 .18

$2500 $ 2615 6% .24
' .16 ? .19 .10

$2500 $3904, . 5% .39 4 .30 .16

$3350 $3504 '. 5% .54 .28 .54 :22

$3350 $5256 5% .62 .36 ' .59 .28

C.. Female:Household Head with Children

Actual
1967

Pre-Welfare

:_Inc ork

Average
.Estimated AFDC Payment

-1,968 Per Person
Hourly Wage 'Per Month .

P
68-

White Female

Household Had
With Children *

Non-White Female
Household Head
With Children,

$ 200 $1.05 $14.50 ,.16- .08

$ 200 a $1.50 $14.50 .19

$ 200 $2.00 $14.50 .22 .11

$1000 $1.50 $14.50 .31 .17

$i000 $1.50 $70.25 .21 .11

$4000*** $2.00 $14.50 ,86 .73

$4000*** $2.00 $70.25 .76 .58

*Calculations based on estimates in Table 21.

**All income refers to Household,income exclusive of welfare paymentsr

***Hou-sehold Not Poor in 1967 113'
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Tie calculations 'for male heads and wives indicate several conclusions:

- Race matters. When family size, income, expected income, and the

unemployment rate.are all held constant, a 'non -white household has

a significantly smaller chance of leaving poverty tha n a white

household.

-- The unemployment rate matters. When the county unemplO:rilent-rate.

rises from 4% to 6%, a male howsehcild heads's probability of

leaving poverty is cut by one ';third.

-- Family size matters. Going from two to four children in a white
.

male household decreases the probability of leaving poverty by two-
.'-

fifths, all other factors:consiant.- The corresponding figure for don-

whites, is three-fifths.. t

- - Estimated income matters. Holding other factors constant, an

increase of 50% in estimated income increases the probability of
4

leaving poverty by .07 to .10.4,

6
Part C of Table 22 contains similar calculations for female, heads with

u'

children. To simplify the /table I have based all-examples on households with

three children. 'Thewelfareftgure e.$14.50 refers to the 1968,ad6age AFDC'

payment per recipient per month in Mississippi. '$70.25 is the corresponding'

figure for New York. Note firstifqt all the probabilities are extremely

low. Even the last two rows -- examples based on households whose 1967,incomes

are above the poverty standard -- haVe probabilities ofless than .9 of re-

mainingmaining out of poverty in 1968. .The data indicate several other conclusions:

14
The data also suggest that white wives do significantly worse than their husban,O.

The gaps are so large .49 for, the husband versus .41 for the wife - that I am ./
not sure I believe the result, though I have checked the computations several times.
Two explanations are possible. One is a mistake in the data - a problem since e
logit estimator is particularly sensitive to, outlying observations. The other(is

ifi

that some wives were separated but shill counted thetserVes as living in male
headed households, even though they were not being supported by. their husbands.

/ 4
t.
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Rate' rrtters:,---Habling Intote-and wages constant at low levels, white

1

women have a probability Of leaving poverty twice that of non-whites.

1

The wage Matters a Tittle. Holdihg 1967 incomeoand welfare constant,

an increase in a woman's estimated gage from $1.0to 42.00increases

the 'Probability other leayjng,poy.erty Only slightly!.

Welfarepayments' matter a little. Holding,ather factors

typical values, an increase in per capita monthly welfare

$14.70 to $70.25 reduces a househOld's chances of leaving

about .05 - .10.

The last point requires elaboration. Ifa 1968

had guaranteed an amount equal to t

'about $73.00 per person per-Month.

-

no 1967 incomean extreme case)

constant at

payments from

poverty by

are system

standard, it would have paid

Consider a mother with three children,

4

estimated wage of $14507haur.' If the.,

elfare system paid,$14.50'per perso per month, her probability of leaving/

poverty in 1968 would,have been::l7 if e,was white and .08 if she was no

white. If welfare payments had increased to $73.00 per person per month,

probabilitiesmould have fallen to .11 and ,05 respectively. The redutti iS'

Significant in proportional terms,,but thel;Nbabilities are lOWto begi

and so the overall impact 4s not that great.

A . ,

The estimates of P68 in Table'22 refer to individuals with selecte

characteristics. Using a similar procedure,.1 canc0c6late.the probability`"

of leaving poverty. for each member of the 1967 targeepopulation. Figures 9

A

he

1

with

and 10 shoal the distributions of P68 for the_target population, disaggregated

by the race and sex Of the 1967 houtehold
15

, -15
, In these calculations, I assign each child the P

68
calculated for his or

-.1her mother.
,

, I
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06

',The figures reemphasiie that white and nonwhite poverty are two

different matters. The grand mean of the four distributions is P68

That is, the models-in Table21 estimate that a person picked at random
, .

from the 1967 target population had a probability of .33 of not being poor

in 1908. This estimated probability compares favorably wiih the actual

.probability of :31. But the'models estimate that forwa'white picked at

random from he tar4et.population, P68 ..45 while for a non-white picked at,.1

random, P6 = .22.

''there does this difference come from?

Family structure: Within the target populatipn, one out of every. three

whitess, but one'Out,of every two nonwhites., were' in .female headed .

'families-. The lower mobility of female hegded households reduced' the

overall mobility of nonwhites. .

But after controlling for family structure, three other factors placed

nonwhites at a dAadvabtage.Q
La'rger faMily size. Among male headed households in the-target.

population 'whites 'and ndnwhites''Startiwith'equ-almonexincomeS,
but

nonwhites typically have larger famipes. This means that nonwhiT

. are eperin poverty (i.e. fewer dollars per:person) ana require

a greater increase in income than whites to.cross the pOerty

line.

CP

-- Lower estimated incomes. Thedata in Appendix D showsithAt nonWNte
2 4

households haveest4mated incomes four-fifths as large as whites',

Even if a,nonwhiie is suffering through a bad year in 1967 and returns

to hi/ estimated incoMe:in 1968, the estimated income is less likely

tobring him,above the poverty line.

1 0



Lowet transition probahilittes The calculations in Table 22 show that 4
, ,

.

nonwhites have loWer values of P68 even when family size, County',t'
unemployMent, estimated 1968 income and actual 1967 income are all held ".

.

constant. . r t

To this point I have,used the mqdels in equations (2) and (3) to discuss

short run movements out of poverty. In the next section, I will use the models
, e

in a slightly different way to diicuss'thOatget population's long'run behavior.

Summarizing the Results

Between 1967 and 1968, 31% of the original target population crossed the

poverty line. I bggan this section by asking how thisepvement occurred.
;k6, .

''Some of the Mbvement- about one -tenth ,Pccurred4hrcli4n remarriage or,

c

some other change in household head. The remainder occurre pecause an individual
.

. 0

remained with a household that experienceka change jn.income. Most of these
i a 4..."..'.-

. I
households were smallii.e. two children rather than

kVF
fou0,,,, and were headed-by

a male.
.

Most of'the income change came from the lirPhead who experienced a
, 0

modest increase in hours worked and a significant increase in his wag rate.

The changes were not randomIt Was possible to pick out in'advance those

households most likely to move through a combination of variables: the hobsehold'S

size, its race, its 1967 income;Ihe local unemployment rate, and the household't

1968 estimated income. The estimated income variable was based pn cross,- sections

It suggested what a husband and wife "should" bemeasures' in the' ?opul ation.

earning baked 'on their age,. education, and other characteristics. Together,

actual 1967 income and estimated 1968 income identified those'househelds who

were below their permanent or long-run incomes.
N

k

Female headed households with children were less likely tp leave poverty:

But the ones most likely to move could likewise be identified in4advance through

122
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a combination of family _size, ace, 1967 income and an estimate of what the

head might earn from full time work compared to what she might receive from AFDC

without Wcirk.

Uiing these factors, I estimated Models that allowed me to calculate the

ex ante probabilities that persons in the 1967 target population would be Out

of povty in 1968. The estimates showed a Substantial difference between

white -and nonwhite poverty. '.white, drawn at random from the 1967 target

population had almost even odds of being non-poor in 1968. The corresponding.

chance for nonwhites was less than one in four.

The analysis-in this section concerned movements across the poverty ling.

between 1967 and 1968. As such it left a nUMber of questions unanswemed. How

often .did people return to poverty? What were their long run prospects? How

well did their children do when they formed new households? I.address these.
,

quistions in the, next section.

P

Cs,
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V. How Do People Cross the Poverty Link 1967-1973

In the)
)
previo-Us section, I analyzed'movementsacross the poverty line for

a single year. In this section I ask similar questions for the entire seven years

T will begin by examining the mobility of the entire

period: how many people left poverty, how many

returned and so on. I will then foCus on 'individuals who began the Panel Study

4

covered by the Panel-Study.

target population during the

as older children in target population. Over seven year's, a number of these

children left their parents' homes to form new households. Following their'

mobility allows me to,make some inference on the extent to which the, children of

the poor,, arents are poor themselves.

.Ftnally, I will re-examine an idea raised in the last section:, What appears

in the data as mobility out of poverty is better:thought of as an individual's

returning.to his ling run,s'or permanent income.
1

With this idea, I reinterpret-
,

the models of Equations (3) as permanent income models,'and I use them

--J-"make some estimates on t long run prospects of the target population. These

estimates allow me to speculate on a principal topic of this paper, the size of

the American underclass. '

The Target Population - 1967-1973
.

In 1968, 31% of the original target population was out of.povertY, By

;1973, 58% of the target population was out of poverty:2 It is tempting to
2

e : Interpret these statistics as strict upward mobility -- more and more people

leaving poverty and nobody ever returning. In fact this was not the case.

Over the sevenyeart:"75% of the target population crossed the'''poverty line

For a discussion of permanent income, see Milton'Friedman, A Theory of the
.Consumption Function, Princeton, Princeton University 1957.

2
See.Tab1e 6 in Section 1.
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at least once, but 37% crossed more than once -7 that is, they left /but returned

at leist once.' The Nverage cdildition ofthe group was improving but the,conditiOn

of the particular individuals was more difficult to describe.

Who did the moving? Oafaon this question is presentedin Table 23. The

data contains the 1973-income distribution; forlmembereof the'original target

population dtsaggregated by their initial householpositions.
3

The table also
. .. , .

contains the proportion of each group who never left poverty during the seven

years of the data.

, The table offer's several dimensions of success. One is the proportion of

a group who were out of poverty in 1973. Another is the proportion who-were out

o povel-ty at least once during the seven sears. By either of these measures the

data extend to seven yearS the characteristics ofmovement noted in the last

section. Male-headed hoUseholds do better than female-headed households. Small

,

households do better than large onek.
4

Non-whites. continued to do worseirthan

whites, but the gap was-tons taht-rather than proporttonar. In 1968741% of whites
, .

and 21% Of non - whites had left poverty from the originaltarget'population. By

1973, 69% of whites and 49% of non - whites were out of poverty. In prt.thit

catch-up is a function of arithMatic: the comparison of rising real incomes to

a fixed poyertyestandard. )But in part, nonwhites did better over the period than.,;

\\ '

I would have predicted from 1967-68 alone.

Qpe other point in theda sands outC children over 14 typically did
,i-

better than the target population as a whole.'In many cases, their performance!

was associated with their leaving their parents' households
X
to form householdsfof

their own.

3
Ag

\
ain, income is defined as total money income minus welfare payMents. ,, I.:,

21.

This can be-seen by comparing the income distribution of pirents -- e.g. white
wives -- to.the income distribution of children -- e.g. white male children under

14 in male-headed households. In all cases the parents do better suggesting that

small families were the ones crossing the-poverty line.
. ,

.

5The poverty standard is fixed inreal terms, but is, of course, corrected for
inflation. .

1 2 4 -
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TABLE 23
I

THE-1973 INCOME DISTRIKTION OF INDIVIDUALS IN THE 1967 TARGET POP6L(JION
.
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For these tables, individuals have been disaggregated by their race,,

age, and sex of the household head all ii of 1967.

Pre-Welfare Household Income in 1973
Define -"

.Household Poverty Standard in 1973

. Proportion
--..of the group

A. Male Household Heads who never
left poverty

1967-73

:.5%

20%

25%

0 $..5 .5SZ5.1.0 1.0Qs1.5 1.5q Totals"

White Mal@ Heads 5% 13%

Non-White Male Heads 17% 26%

'Entire Target Population 18% 24%

B. .Wives and.Female Household Heads

17%

28%

Z2%

64% .

29%

36%

100%

100%

100% .

White Wives 2% 26% 22% 50% lon
Non-White Wives 17% 26% 28% 29% 100% ,

Entire Female Heads 10% 23% 16% 52%. 100% 1

Non-White Female Heads 39% 21% ,4 19% 20% , 100% ,

Entire Target Population 18% 22% 36% 100%

' 1

G. Children Under 14°

Miles ' I-
White, Male:Headar

Household 4% 38% 40% 19% 100%

Non-White, Male-Headed
Household . 19% 32% 25% 24% 100%

White, Female-Headed
Household 21% 30%-' 118% 22% 100%

Non - White, Female-Headed

Household - 48%' 24%

,

19% 9% 100% :

, 20%

29%

44%

55%
) ,

425 .. /

,.,,. ,
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Table 23 - C. Children Under 14 cont'd.
°

Females

White, Male-Headed
Household

Non-White, Male-Headed
Household.

!White, Female-Headed
Household .

Non-White Female7Headed
Household

Entire Target Population

Females

White, Male-Headed
Household

20%

21%

50%

18%

.

.

- 39%

D. Children Over 14

Males

White,'Male-Headed
Household

Non-White, Male-Headed
Household 8% 14%,

White, Female- Headed

Household` 4%

Non-White, Female,Headed
Household 21% 16%

1705Z.11.5

29% 32% ;

la%

111

Non-White, Male-Headed
Household ; )2% 17%

,...,
,.......,,-,..,....

bite, FeMale-Headed
Household ,

6%

Non - White, Female-Headed', .

Household 23%

Entire Target Population 18%

21% 18%

18% 19%

24% 22%

33%,
t4-

19%

17%-

16% '10%

24% - 22%

r

20%

'37%,

20%

16%

5%

17%

6%

----..--

126

Proportiqp
of the TebUR

-Ighti;:neVer
left-Ipovert

1967-73--,
1.5 <-Z Totals

40%. 100%

19% 100%

40% 100%

13% - 100%

36% 100%

53% 100%

58% 100%-

44% -- 100%-f_

31%

= 24f-

---:-- 55%--

25%

4T-- -100%---

5%

------ 13%

84% 100% 21

53% 100% 18%

71% 100% 4%

" 50% 100% Jr*
19-74-

36% 1.00% 25%

7
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What Happens to the Children?

In Appendix A, I argue that a true culture of poverty implies a set,of

values transmitted fromrone generation to the next. The Panel Study data allows

a partial test for such a culture: Do the children of the target population form

poo'r households on their own? The test is limited4ity the Panel,Sludy's seven year

dtration. A young woman maY be married and out of poverty in 1973 but there is

no assurance she will stay married fore;ier. A young man may be the father Of two

in 1973 but he maybe the father of six by 1980. Nonetheless, the data permit

some crude inferences.

eh

In Figures 11 and 12, I show the 1973 status of individuals ho began the

Panel Study as children in target popula4ion households and who ubsequently

left to form )11ouseholds of their own. Here again, I caution e reader that the

number of actual observations are limited.6 Wit-40 h.this caution 'in mind, the dat'
-

indicate that white young men, non-white young men and white young women from

poverty home4A, Well, while non-white young women do badly.

Three pieps of data help place the figures in perspective'. In 1973, the
r

poverty standard for an urban family of four had risen to, $4,460; the median

income 'for all white families was $12,600; and the median income for all non-white,

families was $7,700

Among white young men who formed their own households, over 90% were out of

poverty with an average income of $9,140. Similarly, 80% of non -white young men

AO formed their own households were out of poverty with an average income of $8,300. t
s

to

These income figures are large enough to insure most of the men would -not return,

to poverty even if th d two or three children.

6
The sample sizes ar
non-white females = 1

white males,= 22, non-white males = 137, white fOales = 11,

127
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Whites- ,

I

FIGURE 11

THE 1973 STATUS OF MALES WHO WERE TARGET POPULATION CHILDREN
-iN 1967 AND WHO, SUBSEQUENTLY FORMED THEIR OWN HOMES

Became Heads'by 1973
Not Poor

1

Poor as Children in 1967
.31m

Became Heads by 1973

4

Average,
1973 ' 4.

Income

96% '$9,140, .

P004".i

Non-Whites

a

Became'Heads b 1973

PoOr as Children in 1967

Source: Panel Study

Not Poor

Became Heads b 1973
Poor

1
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0,

4

0%. .8,314

0% 1,699
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FIGURE 12

THE 1971-STATUS OF FEMALES WHO WERE TARGET POPULATION
CHILDREN IN 1967 AND-WHO SUBSEQUENTLY-BECAME.HEADS OR WIVES

Poor as Chidren in 1967
.5 m

Became Heads b$' 1973

Not Poor

Became Wives by 1973
Not Poor

Became Heads by 1973
Poor

X121 -

Average
1973
Income

9% $ 3,097

7.7% 11,810

14% 1,875

Non-Whites

Became Heads b 1973
9% 6,100

or as Children
. 5m

8% 1,768oor

Not Poo

Became Wives b 1973
0% 10,280

in 1967
Not Poor

Became Heads b

Source: Panel Study

Became Wives by 1973,
3%/ 21711Poor

,
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Among white Ong womenwholormed,their own ho64holds, three-quarters
tt

were wives with ave ge inc mes of $11,800,. The remaining quarter were female

household heads who were in poverty or just out of povertymith incomes so low

that the birth of a child or a small income change could make them poor.
-

The picture for non-White young women is less, optimistic. 43% were married

1/1and almost all of these (40%) were out of poverty with average household incomes

of $10,280., But.the remaining 57% were female household heads with average incomes,
,

below or just above the poverty line. Some of these women were single without
, .4-

children and would marry in the future. But others were single mothers with'

children,whose long run prospects were not good.
.

.
.

/i*

Note that these seven year figures are more encouraging, than the single- -

.
.

Year tabulations in Figures 2 and 7. These differences may be real -- a. child.

leavips iys parent's home mays take some time to establish.him.Or herself -- or

they may be caused by random gVenps. 'The total number-of children forming their
. .

0

own_househaldsjs small but the-number forming in a singleyeAr is much smaller.

Since Figures-2 and 7 are based on a single year's data, they may be artificially

low due to statistical quirks.
4

Ar the children doing well? There is little doubt that children'from

upper income households would do much better. But the data-suggest strongly

that
it

coming from a poverty household does not automatically consign a child to

pover y. And this should not be surprising. Careful definitions of,theculture

of overty include a number of specific - characteristics: dposodlc work .habits,'

matriarchialfamilies, and so on.
7

Yet we have seen that over half of the target

population is in mafe-hea'ded families where the head usually works long, hours. The

family (4s poor because thehead works for low wagessand his family is large, not

because be exhibits devianttehavior.

7
These characteristics are detailed in-Appendix A.
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The case of a child in a female-headed femily'is more problematic-. Isa

woman,from a female-hpled family more prone to.becoming a female household head

herSelf? Does a male from a female-headed family have greater difficulty finding

a job with adequate pay? The limited data available suggests the answer is,no to .

both questions. Children from male and female.headed poor households do equally well.
8

-Th e Future of' the Target Population
9

,What happens to-the original target population after 1973? -How many leave

poverty? How many remain? How many stay in poverty so long they may be legitimately

called an underclass?

*If incomes were constant over time, the terms "'n poverty" and "out of poverty"

would have definite meanings. 14 fact, incomes fluctuate. Many of the people

who )eft poverty in one year returned soon after. The data in Table 8 showed that

five million people in the target population crossed the poverty line in 1968.but

only half stayed out of poverty every year through X973.

Since incomes fluctuate, it makes sense to chance perspective and talk about

the proportion of time a person is poor over a period of years. In'this perspective;

a personiwho is'poor in the long run is a persoh who spends, say, three out of J

every four years below the poverty line. Correspondingly, a person who is lot poor

might spend no more than one outf every ten ortwenty years below the poverty

line,. The definttiOnS are arbitrary but they describe actual time paths of income

hater than simple_ distinctiOns based On income for a single year. Fofpurposes

of this paper, then, I will make the following definition:

aThis tentative conclusion is based on tabula s for45 young'no
47 non-White'young women who had formed _their own alds_py 1971.L__Jhe data
indicate,that whether or not a 'young man's new househol poor was,indepenflent
of the sex of his original household head.,, Similarly,, whethe r not a4oung woman
was.a wife or a female head was independent of the sex of her orig 1 householt1 head.
This'second ftnding does not contradict.the idea that non-white young en do

relatively badly. Rather, il means they do badly independent of whether,t -came

from,a male or a female-headed households.

hiCe men. and

, e

9Thlts section has been helped substantially by comments from Jerry Hausman.

1
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The under'class is defined-aslhat-portion of the-farget population who
_)re poor at least thiee years mit ofi every

Definition-of_theAnderclass

Given this definition, L can _explore the_composition-of the underclass.irt

two ways. First, I can identify those-people-in-the original target population

who mere out of poverty no more tKantWo years between 1967-1973. To the extent

that the group contains children, I_can make.some Tough guesses about their long

run incomes and thus derive some long run estimates_of the size of the group.

'A second alternative invo3ves returning to_tht,models,of the previous section.

In developing Equations (2) and (3)% I suggested many -poor households were below

their long run, or permanent,_; and many movements out of povertyjepresented

households returning to-t6ir iiirlif4neilt:inciies.1.0156ie it were possible to'knOw

a household's permanent-incomerexactff. Then the household's earnings in a Oven

year could be written,:,.

A HousehO4 d4s Actual-In-come as a Function of-It Permanent Income s.

(4), ln(r) =
t t

e

I

r.

where: in refers to the natural log function.

Y
t

is pre7welfare income in year t.

, YP is pre-welfare permanent income.

ut
is a rindomferror term assumed to
be sprially.independent and distributed-
normally with zero mean and constant
variance:

t .

Equation (4) says simply 'that actual income has alocinorm41 distribution

around permanent income. I have 'drawn this distribution in Figure 13 Where actual.,

income is distributed around' a mean of YP.

If I also knew the. size of the family, I could calculate the household's

poverty standard. I ha*ve marked off a hypothetical poverty standard. on Figure

1
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The shaded area in Figure 13 has two interpretations. In the short run,

it is the probability that a household.with permanent income equal' to YP

be poor in a given year In the long ran', if I assume stationarity i.e.,, all

factors are constant -- the ShadOd area also represents the proportion of\ime
4

the household gill be out of poverty in the long run. -e

In Section IV, Iargued that the combination of actual 1967 income,an

estimated, 1968 income allowed me to identify permanent income for male-headed,

houSehplds. Simflarl, the combination of actual 1967 income and the (WAGE/WELFARE)

variable were a permanent income proxieforfemale-headed households with children.

rt follows, again assuming all factors constant, that P
68

estimated frOm

Equation (2) and (3),is equivalent to the shaded area in FigUre 13. Itis both'

the probability that a target population will leave'poverty in 1968 and the

proportiop of time,the houSehold will spend out of poverty'in the long run.

t

Correspondingly, an alternative way of estimating the underclass is to count

all those individu ,or y om was ess an .25.
)

There-ts a rub here: the assumption that all factors- stay constant over the

seven years. Onemployment rates fluctuated s'Ubstanti, ally over the:period. MediMedian

real household incomes rose by 14%. Both of these factors affect the vaniables in

Equations (2) and (3).. But the group in question -- the groaket the bottom of the

poverty population -- may wed i have been insulated fr mthese trends. Moreover,

even A modest improvement in their donations would not have been enough to raise
M4

ost of them out of poverty.
As

Table 24 contains two estimates of the underclass classified by their'1967
'4

=

hobsehold heads. The estimate in,Column-A isiobtained bycounting every member

of the original target population who was out of poverty no more than two years

between 196714id '1973. The estimate in Column B obtained by counting every

, .

member of.the target population for whom the calculated value of P.8 was leSs

than..25.

)L
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TABLE 24'

TWO ESTIMATES OF THE SIZE OF 1*UNDERCLASS IN THE SHORT RUN/
(Figures in parentheses refer to t e number of chi dren under 8 w thin each group.)

-127-

P.

Characteristics of
1967 Household Head

. Members of the
1967 target'popUlation

twho spent two or- less
years out of poverty
1\967-1973

w
White Male 1.59m

D.17m)

Non -White Male 1.39m
(1.76m)

White Female .94mN
(.70m1

.

Non-White Female 2.80m
(2:210

-Total' 7.72m
(5.86m). '

/".

B. _ Members of the
1967 target population,.
who had values of

.",
P68 5 .25

1.14m

( .80m)

2.44m,
(1.57m)

i.82m

_1.43m)

3.26m
(2.28m)

7.67m
(5.08m)

Mean number of years:out of poverty for individuals' in Column A =

, ...."\

'Mean value of P for indiNuals in Column B ..13
, 68

.:. -
, .

I

fl

C "

.7 years

_

-
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The two estimates are very close. Both describe a group of 7.7 million

people. The estimate based on P60 is too optimistic on the prospects for white,

male-headed households and too pegsimistic on the prospects,for non-white, female-

headed

,

hbuseholds. Beyond that, the two_egliiites are in substantial agreement.

- The underclasg is about 70% non-white. About half of itsmembers live in female-

headed households. About 70% of its members are children under 18. The estimate

= " /./\
based 'on a6$ has an average value of P68 .13; that is, the estimates predict

"these 7.7 million people should be out of poverty 13% of the,time. The direct

tabulations in .Column A show the group was actually out of poverty .7 years or

.10%. of 'the time."

What do the estimates mean? The original target population contained 16.35

mil ion people. Both estimates-suggest-that within this liopUlation, there was a

oup of 7.7 million people (47%) whp could expect to be out of poverty about one

year out of every ten. Moreover, the similarity between Column A and Column B

in Table 24 suggeh individuals in this group-could be picked out in advance by

a combination of their family.gize, their estimated income, their actual income

and other related variables.

The estimates in Table 24 are for the medium run -- the period before large
Set<

numbers of-children leave the home to form homes of thelr own. I shall return

to longer run estimates later in this section. ,

Before doing so, I Will examine the remainder of the target population. 'This'

group is displayed in Table 25. lAgain I use tiro estimates: one based on direct

tabulation of those who were out of poverty three or more yearg between 1967 and

.=

i /N, t,
/ .

1973; the other based on members of.the,target,population for whom P68 Was greater

than ,25: .

) ,

. 1

By either estimate, this 'group-contains relatively fewer don-whites, fewer

female-headed households,'and fewer children. But-the two estimates differ

Mk
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TABLE 25
410

4

TWO ESTIMATES OF THE 1967 TARGET POPULATION WHO ARE NOT PART OF THE UNDERCLASS
(Figures in parentheses refer to the number of children under 18 within each group.)

A. Members of the B. Members of the

Characteristics of.
1967,Household Head

1967 Target POpulatiOn
who -spent three or more
years out of poverty
1967-1973

1967 Ta'rget Population
who had valuds of

P
68

> .25

White Male 3.431111 3.88m^
(1.54m) (1.9110'

Non-White Male 2.31m 2.26m
46 (1.42m) (1.61m)

White. Female 1.51m 1.63m
(.81m) (.86m)

Non-White Female 1.38m .92m
(.51m) (.46m)

Total 8.63m 8.69m
(4.28m) (4.84m)

O

Mean number of years out of poverty for individuals in Column A = 4.48 years

Mean value of Pfse for individuals in Column B = .50
. r

. ,

ay
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sharply in their expectations for the group. For t'he people in Column B, the mean

vplue of P68 is .50-- that'is, I estimate these people should be out of poverty,

on average, 50% of the time. In fact,the group described in Column A were out of

,poverty 64% of,the time. The model significantly underestimates the performance

of the group.

The problem here is the assumption ofstatidnarity... Rising real wages,

generally low_unemOioyment rates and the formation of new households all contribute

to a- person's ability to-get out Of. poverty. This is particularly true for the

people in Table 25,who, unlike the underclass, wereiwithin striking distance of

the poverty line to begin with, .

The problem-is most serious at the.upper tail of the distribution o P
/N

111,,
A

Suppose I define a "mistake" as a person whose 1967 poverty status was significantly
74_ ,ke

out of line with his or her near term prospects. To make the deftMtion operational,.

let a mistake be a member of the original target population who spent five or more
P

years out of poverty between 1967 and 1973. According to the permanent income

model, this set 'should consist of people-who had va3ues of P68 greater than .7
-1

(i.e., .74'7 years = 4.9 years. out Of poverty). The models. in ENations (2) and

(3) estimate this.group contains 1.3 million people. In fact the group contains

4.1 millioo people.
10

Presumably, idequaie cdrrections forrising real indomes

and changes in unemployment rates could reduce sae of,this discrepancy.

To Summarize, the original target population can be thought of as containing

'three-parts. The first, about 7:7'million people, is the underclass, a group who

was poor in 1967, and can" expect to be poor for most of the near future. The

second, about 4.1 million people were "mistakes" in the sense thatAhey can expect,

to be out of poverty for most of pie pear future. The third group, about 4.5 million

people, can expect to be out bf Poverty about half the time during the near future.'

''.116 ,

i See:Table 8 in Section 2.

IC
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The Underclass in the Longer Run

c, I noted above that` the estimates in Table 24 were medium run estimates --

estimates made before large numbers of:children formed their own new homes.

By either estimate, about 70%'of the underclass are children, and so what happens

to these children will determine the ultimate size of the group., Table 28 contains

some crude projections basedon patterns in Figures 11 and 12. Under these

projections, long run estimates of the underclass fall to something between 3.7

and 4.3 mill-jon people, about 5% of the original target population. The

assumptions underlying these projections are detailed at the end of Table 26.

A Summary of Results

I began'this section by examining the mobility of the target population

between 1967 and1973. By 1973, 58% of the original target population was above

the poverty lint Indtvidual progress was not smooth. Many members of the

population crossed the poverty line more thah once. But over the period the

,economic position 'of the group improved.

Disaggregated data showed households mostikely to cross the poverty line

were small and headed by males. Non-whites were less likely to leave poverty than

whites, but:the seven year difference between the,races was relatively sMaller
t

than the 1967-19§8difference described in SectiOn IV'.
,

Children did better thdn their parents, Most new households formed by\,

poor ichildren -- about four out of five -- had incomes well above the poverty line.
'iv ..,

r
.

.
,

The exception was non-white young women: three-fifths of their new households were
=.

,

below or just above the poverty, line., 1,,,,

.
/ , , S

I,concluded the section by, reinterpOting the models= used in theslast section

as permanent income models. Under this, interpretation, the mobility of the
4 . ,. i

i

,

target populatiorat the result ortheir returning to thdir permanent incomes.
,

. .

; '140
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. TABLE 26

TWO ESTIMATES OF THE SIZE OF THE UNDERCLASS IN THE-LONG RUN*

Characteristics of
Household Head

A. Extrapolation based
on the direct tabulation
in,Column'A, Table 24'

B. Extrapolation based
on the direct tabulation.
in Column b, Table-24

White Male ,

Non-White Male
A

White Female

Non-White Female

'Total J

.46m

1.05m

'.46m

1.77m

3.74m

.37m

1.27m

.53m

2.14m

4.31m

. \ .
'

In making these CalCulatiOns, rime used the following assumpt-foll:
. ,

It a) The estimate in Column_A begins with thp,figuiS in Column A Of Table Ai'
. The estimate in Column B begins with the figures in Column B of Table 24.

b) A.11 adults in Columns, A and B of Table 24 are assumed to remain in t
1ynderclass in ,the long run.____,/ ,

.

,. .

c) All chil6en in Table 24-are assumed to divide in the proportions listed

in Figures. 11 and 112..7.--

d) All'maTe young men who are not poor are not part of the underclass. All''

Male young men who are poor (i.e., 4% of the whites and 21% 0 the-non-whites)
are part of, the 'underclass.

1

.

.

e) All young women who are both marriediand out of poverty are pot part of the

underclass. All young women who are,either female heads or who are married .

are pbor are'part of the underclass (i.eo, 23% of whites and 60% of non-;whites):

14i
J



-133-

P
68

now had two meanings. One, discussed in Section IV, was the ex ante probability

that a target populati household would be oat of pover in 1968. The other was

the proportion of time the household would be out of poverty in.the long run.

Using this second interpretation, I defined the underclass as that group for

whom P
68 was less than .25 -- the group -who could expect to be poor at, least three

years out of four. The resplting group contained 7.7 million people and compared

closely with. the group who in fact had been out of poverty no more than two years

, between 1967. and 1973.

The permanent income model did less well in describing the'remaining 8.§.million

people in the target population. The del,predicted t ey would be but of poverty,

on average, abbut 50% of the time. In fa they were. ut 64% of the time and.'

4.1 million people were out ofpdverty-fiv or six yearscbetween 1967 and 1973.

Tp summarize, the original target population of 16.35 million can be thought

of as three groups. One, containing 7.7million eople, will be poor for almost

,all of the near term. The second, containing 4. million people, will be poor

about one -half of the time during the near term. The third,,containing 4.1 milljpn

people, can be regarded as non-poor, people who will be out of poverty for most

of the near term:'

1
,

1

Of this 7.7 million person underclass, about 70% are children. As, these
.

,. .

children leave their parents' homes and form theirown'homes, the size of this

permanently odor group will shrink to about 4 million.

142
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VI. lowlig is the American Underclass?

I began this paper by suggesting an anti-poverty program like a negative

income tax or food stamps could serve twq functions. One was permanent support

to people who would always need support. The other was short term supporttto

people who were going throughhard but temporary times:

In'the last section, I suggested the 1967 target population could be thought

_ of as three groups. One, about 7.7 million people, would require continuous long

run support. The second,.about 4.1 million people, would, require only short term

supportsince they were in poverty only one or two years out of the seven years

)studied. The final group., about'4.5 million people, could expect to)be out of

poverty about 50% of the time. Over the longer run, as children, leave their

parent's households and form new households, the group requiring continuous support
2

will decline from 7.7 million people to about 4 million people..

My analysis was drawnfrom a particular economic period. In 1974, one year
.

after,my data ended,, sharp increases in fool apd crude:oi prices caused a fall in

real incomes apd a rise in the size of theoffida4 poverty populatiop. Nonetheless,
, .

.

`,the data.su§gest certain conclusions that are,likely6to hold at any time. .

' . ,
: _._

First, about three-quarters of the original target pbpulation were 'Pot

,

mistakes. They were poor in 1967 and could expel to be poor fOr at least half
.

.y of the period that- followed. By 1973, 366 of the population had incomes above
" 0

(1.5) x the poverty line, but even many ofjhese people had some chance of returning.

to poverty in the near future.
1

The exception to this statement were the children.

,
r

tit
1

See Table 6. _Calculations based on the estimates in Table 21 show a male household
head with,actual and estimated income equal to 150% of the poverty, line has about
one,ghance in five 'of returning to poverty next year. (These' calculations assume

,a unemPloyment,rate.)

a- 143
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Most children who formed

above those of their p
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r own households earned incomes substantially/

and above the poverty line.

Second, it is possible for a male household head to work full time end yet

earn an income less than the poverty standard. The data in Table 13 showed that

most male heads in the target population worked close to full time. The experiments

in Table 16 showed that even if-the men were to work these hours at their estimated

wages,
2

two thirds of them would remain poor.

This result helps explain the large number of'people who Cycled in and out

of poverty, In many cases,-the wages received by poor male heads were abnprmally

low. Their return to better wages 'IMO their households above the poverty line.

But it is unrealistic to expect a typical wage increase to increase a households

,come very much. Correspondingly, many of those who left poverty had low enough

income's that a piece of bad luck would leave them poor again.

Third, the poverty of female-headed households is more,serious than the

poverty of male-headed households. The.stadiment'Sounds intuitiveVbut the Panel

Study data adds to intuition by talking about poverty over the 1 ng run. The typical,

male household head in the target population sample was poor 46% fthe tine between
r '

1967 and 1973. The typical white female household head was poor 63 f the'time'

and the typical non-white female head was poor 75% of the,iime.3

Here, too, the reasons are obvious. Female heads, like male heads, have

incomes that fluctuate from year to year. But their incomes fluctuate around lev

so low that it is unlikely they can leave poverty solely,from their own earnin

This finding was also demonstrated in the exp riments Table 16.

!By substituting estimated wages for actual wages, I abstract from any negative
.unobserved characteristics. See iii,radix C II

.

3
Here, as elsewhere in this paper, poverty refers to money income excluding
payments from AFDC, AFDC=U, and general assistance. _f

4



t.Finally, non-white poverty is more serious than white poverty. Withih

,the poverty population, non-whites have lower incomes than whites and they are

4

less likelytd leave p' err when'incomes are held constant. The average

white in the target .population spent 3.3 years out .of poverty. between 1967r and

1973. The corresponding figure for non-whites was 2.2 years.

How big is the American underclass? Theanswer.depends upon the defibition

of the term. If the underclass refers to people who are arguably poor.by;thoice

that is, people who Would be out of poverty if they "behavedlike everybody else,"

-the, number seems small, perhaps 2 million. If the underclass refers to people who

will be.poor thropghout the near term, theFnumber is closer to 8 million.:

Eight million people is only half

it. Correspondingly, officibl poVerty

of the'tariapopulation as 1 have defined

statistics overstate the long term nature

4,*

df poverty perhaps by a\f,actor of two. But the number of long term pdor'iS still

large enough to be a cause for serious concern.

O

O
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I: The Impact of AFDC on the Labor Supply of Female Household Heads

an early stage in this research, I believed the expected income model

of Equation ) woul0 hold for all types of households including female-headed

households with chi en. 'I-was wrong,.foi reasons I shall discuss later in

this section. But by the time I realized I,. was rong,' I had estimated a labor

supply equation for female-headed households. While I did not use the equation

in the body of this paper, -the equation is of some interest in itself and so I

will present it here. In particular, the\equation giveg some insight into the

impact of AFDC payments on the number f hours a female head will work.

Table 27 contains the distrubution of hours worked by female household h.gads

with children under 18. The distribution is bi-modak 43% of the sample works

less than 500 hours (and most of these ildo not work at all.). 38% of tt:sample

works over 1,500 hours. Only 18% works between 500'and1,500_fiours.

TABLE 27 .

THE DISTRIBUTION OF HOURS WORKED ANNUALLY BY
FEMALE HOUSEHOLD HEADS WITH CHILDREN UNDER 18 - 1968

) j .

Less than 500'hours 500 - 1,500 hours' Over 1,500 hours

,,

PercenNn
Each Class 43% 18% .'38%

t

Mean Hours Worked
...Within Each Class 40 hours

, -
Source: Panel Study on Inr-ome Dynamics

' 992 hours ,2,043 hours

Normally, one estimates'a labor supply function based on the labor-leisure

Grade -off shown'in Figure 14. The two parameters of the budget set are the wage

rate and to maximum household incor ^ecieved if the individual works full time.

A typic 1 equation might look like Equation (5) below.

14G
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(5)

A Standard, Estimation of Labor Supply
44,

0.
0 1

0 Ymax44- e
2

where: H thW annual hors worked'by the person:-

`74 W it the person's average annual wage rate.
.

1bYmax is the persoh's maximum ho sehold income
assuming he or she (and ot r household

:membersY work-full time.

e is a stochastic error term.

-
60`01 0

2
are estimated coefficients.

Apply ng Equation (5) to the case.of female-headed households raises two.
oar

problems. First, the shape of the budget set is not fixed. Women in this sample

have'access tq. AFDC. If they participate in.the program., it will raise their

minimum income and .1$:Ver their effective wage rate (since'increased earnings are

partially offset by reducer Welfare payments. If eligibles received welfare,..

the problem would be straightforward, but Barbara Bolana ' s'estimated thlt in the
middle-of the 1960's,lhe participation rate among eligib e females was only 60 -70%.

,

.'$ Thus some families were On, others were not, and-the shape of,-the budget set
.

became endogenous to the rest of themoAel.
),-

.

- .

1

A second problem concerns the large numbers of women whbldo not work at all.

This is the s6-called obit problem where a'dependent variable has an upper sound
,,

--.and, in fact, large n hers of observations are at this bound. When this occurs,.
)

A, v ,

Wean no longer be assumed that the error terin Equation (5). is normally
,

. ,

distributed and so least squares is no ,longer an appropriate estimating procedure.

To circumvent these problems, I have estimated a "quick and dirty" labor"
. f

-supply functidn based on a modification of a technique used by Barr and Hal1.2

1

See Barbara Boland, op... cit.
2
Nicholas A. Barr and Robert E. Hall, "The Probabilitymf Dependence on Public

Assistance," mimeo, dated July. 1973.
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FIGURE 14

DIAGRAMATIC BASIS FOR A LABOR SUPPLY CURVE

S

unearned, Y

.c

500 1000 1 OQ 2'00

Hours of Leisure

(Hours of Labor Measured in Reverse Uirection).

The tangent-of the_angle,9 equals the person's after-tax wage rate.
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Consider three classes of.labor supply: less than 500 ho rs, 500-1,500 hours,

Ts'

and more than 1,500 hours. Then define p0 as the probability a woman with given

characteristics works less than 500 hours; pl as the probability she works

500-1,500 hours; and p
2

that she works more than.4000 hours. Given these

definitions, I can calculate her expected hours accordingjo the following equation:

Calculation of a Female Head's Expected Hours-of Work

(6) P= p0 X 39 +p1 X 94t+ p2-X 2043

where: H is the expected hpurS worked by the woman.

Equation (6) says that a woman's expected hours can be written as the product of-

t
the probability she works a certain class of hours multiplied by the mean number

of hours worked in the class, summed for all three- classes.
.

In a Standard.regressiOn model, I would explain,hours worked by a set of

independent variables.. In this model, I will foliow.a similar procedure by using .

a multiple logit modg to estimate the probabilities, p0, pl, and p2. Define x4

to be a vector of characteristics of the i'th'female head. Then the model will'

Consist of two vectors of estimated coefficients, BrAnd Bisuch that:

Logit Calculation of Probability

1,

PO
1. +, '+ eqx1

1)1

eB2xi

P42
e01)."

c-.

Os

Note that I estimate only two vectors of coefficients. Since every woman

has to work in'one of the three classes, I can estimate p1 and p2 directly and

then calculate po by the relationship that p0 + pl +

'140
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After some experimentation, I settled on a model ofthe following foim:

Estimating Model for Female Household Head's Labor
A
Supply

(7)

N4 - f:(Estimated Wage, WAGE' /WELFARE, Race, Region, Child)

where: 41,= 1 if the woman worked the i'th class of

hours (i .I

= 0 otherwise.
o,

Estimated .3

Wage
is'the womaR'es estimated wages.

WAGE is the estimated ratio of income from
WELFARE full.time work to income from welfare

without work,sdescribed in Equation (3).

Raee= 1 if the woman ,is non-white.

=4 if she'is white.

the .woman lives.)n,the South,.

= 0 if she lives outside the South.

Child = 1 if the woman' youngest child is less

than six years old.

= 0 otherwise:

.

.

Note here; as in Equation (3), the estimated wage and WAGE /WELFARE variables

are hypothetical. The estimated wage 'measures what I 'think the woman will 'receive

in the labor market. 'It is positive even if the woman does nof work (unless she

is critically disabled). Similarly, the (WAGE/WELFARE) variable is based on the

r average AFDC payment per person p0. month in the woman's state. It does not assume

that tie woman'is actually receiving Welfare.

'This estimated wage variable was first discussed in Section III. It is detailed

in Appendix B.
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Estimates of the model are presented in Table 28. The first column refers

to. women who work less than 500 hours and serves'as a referenge group. When a.

variable in the second column hts a statistically significant coefficient, it

means the variable'is a.good predictor of women who workopart time rather than

not working at all. Similarly, when a variable in the third column has a

statistically significant coefficient, it means the variable is a good predictor

of women who work"fullime rather than not at all

The estimates in Table 28 show that both the estimated wage and the (WAGE/

WELFARE) variableare significapt predictqrs of work status. Race is insignificant.

Having a preschool child militates against full time work.and residing in the South
- *

increases the probability of work. The impact of a Southern resilience . is significant

even though estimated wages-are corrected for region and welfare payments vary by

individual state. This suggests' that either reOpie'nt dttitudesetoward welfare are
. . Z ..

4

different in the South, or Southern A DC adminiStratorsmake tt difficulit to L,

:lf, .

receive aid. ,

.. .. , /-
.

.

, .

The estimating equations have one serious problem:- Note that the coef ientst-

for each variable are of roughly equal size in.,both columns. This Means that the

equation'does agood job of distinguishing those who work more than 500 hours from

those who don't but ft does a bad job of distinguishing those who work part time
. 4.

j

(e.g., 50d hours-1,500hours) from those who work full times4 This gUarantees

! that estimates of hours worked will-have largeasiandard errors.
,,,.

, \

In Figlires 15 and 16,'I sketch four labor supply curves estimated by,the0
.

>

model. Figure 15 refers to .a white woman with three children whb lives outside the_

South and who has no children under age six. Figure 1§,refers to a non-white woman
4 ,

with three children who lives in the South and-has a child under age six.

A,4
That is, the roughly equal coefficients predict roughly equatprobabilitaes that
a particular woman works part time and works full time. : '. .

.

R
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TABLE °Z8

Logic Estimations of the ProbabilitY that a Female Household Head With° .

Children Works a Given Number of Hours in 1968, Based on 1968 Characteristics
(standard errors in parentheses)

O Hours Worked in 1968

,
Less.than
500 Hours "

500 1,500
, Hours:

Greater than
-.. ,600 Houti

.Intercept -3.55 -3.43, :*

1, (.48)

tstimated Wa e 88 98

(22) (.. o):

WAGE'
WELFARE

)ace 4

Resides.in
e Soutjh

Peitsehool Child

/. .

.48

(.10)

ts, .07

(.32)

1.94,3 .

-.39/
(.26)

:52

(40)

.36

/(49)

i.45 1,

(?9)

-.81 r.

(.23)

Pftent Choosing
Alternative 44%

'11.1 4'
Mean Hours Worked
Within Int rvai 40 hours

JJ 011,

PerCen1 Correctly Predicteh = 63%
O4

NuMbel. of Observations = 588

Likelihood Ratio Insiex. = .26

ok

18 38%

e
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FIGURE 15

Hourly LABOR SUPPLY DEMAND FORA FEMALE
Estimated HOUSEHOLD HEAD WITH SELECTED CHARACTERISTICS
Wage Rate
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In each figure, I have drawn two supply curves. The-inner curve refers

. to the labor supply assuming the state pays an AFDC benefit of $70.25 per person-

per month., the average benefit paid by NeW York State in.1968. ,The outer curve

4refers to the estimation assuming the state pays an AFDC benefit of $t4.50 per

. month, the average benefit paid by Mississippi in 1968. Actual points for both

curves are given at the bottom of each figure.

Within each figure, the between the two curves is quite large in

an absolute sense .300-600 hours annually; depending upon the wage. But this

change in hours is brought about by a 500% change in.welfare payments.

At a typical wage of $1,50, the curve in Figure 15 has an AFDC elasticity of

.61 --.Jhat is, a one percent rise in AFDC payments will cause a reduction in

hours worked of six-tenths of a percent.* At a similar wage, the curve in Figure 16

has an AFDC elasticity Of .40. Other typesaof families produce estimates in the

same range.

. . _ -
I should caution the reader to interpret the Supply^curvess'averale

responses for groups of women. Notice in both figures that most combinations.

4 .4,r
A.

Of wages and welfare.predict between'500 and 1,500 hours of laborsupPlied. Yeti

the data'.in Table 27 suggested very few women work ip'this range. The problem is,

,--analOgous,--to-flipping a fair coin. -If 1-flipped-thecoin,500 times, 1,would have

a reasonable expectation of getting 250>heads. Butt if flip 'a coin once, I do

not have an expectation of getting one-half a head: Similarly, if I look at a

group Of women with particular characteristics, it is reasonable to expect le

they will work on average, say,'750 hourS. Butif I look at an individual in the

gi.oup, it, is far more likely she will work 2,000 hours or not at al).

\
A true individual supply curve would lOok much flatter. It would Show that

a woman was insensitive to changes in variables,belOw some threshold but when that

threshold; was reached, she changed her hours of work substantially. Correspondingly,"

155
I-



-147-

when I say an AFDC elasticity_is .6, does not mean that all women change

their hours worked uniformly when AFDC benefits are changed. Rathpr it means that

.a few women change their hours worked dramatically while most women continue as

before.

This problem of flip-flop and large standard errors made estimated hours

,

and estimated' income unsuitable for a model lik Equation (3) in Sectiiin III;

Nonetheless, the estimation did provide useful information: women with higher

estimated wags work relatively longer?' hours; women with access to higher AFDC

payments work relatively shorteF hours. This information was-incorporated into

Equation (3) directly through the_NAGE/ALFARErYariable.

Summary

In this section, I have outlined a method for estimating an approximate

labor supply .curve for female household headg'who have access to AFDC payments.

I find that'AFDC payments have a supply elasticity in the range -.4-.6: that is,

.a one percent increase in average, AFDC payment5 will reduce a woman's labor
,

supply by an expected yalue of four to six-tenths of a percent.

b

; 1

e
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APPENDI'X A

A SHORT INTELLECTUAL HISTORY

SUppose we are in iTeriod when the size of the,poverty population remains

relatively constant many of the poor in a given year remain poor one year

later Two years later? Five years later? The qUestions are straightforward

and ,onellippposes_that by, say, 1969, the answers must have been well known. The

supposition is incorrect: Despite thewoalth af.researe_on.poverty, few people

plored the de ee to which poverty was a temporary, rather than permanent

eve the question went unexploredfOr two, equal)y important reasons.

One was the lack of good longitudinal data
.

on individuals. The other was,the

supposition by many social scientists that they'knew the answer already:"7the

poor were immobile. A consensus view mightthave been: "If we can sustainofall
\-- A,

r

empidyinent'fbr- several years' the siiethe poverty populaiion wilf'be reduced,

but if the size of the poverty powlation remains constant from one year to, the

next, the sameindividuals wjll remain in.poverty."

At one level the confusion be6een numbers and individual experience is

routine.- Female headed households, tegnagers in gangs, unemployed individuals,
,

and families on welfare are all exampleslof pools with individuals constantly

entering and leaving. Yet only in-the case of,unemployment has the public

bate ,(e.g. televigion news) begun to distinguish between the number of people

in the pool and the duration of individual experiences. In the case of poverty,

.

this confusion has been re-enforced by an apparently appropriate intellectual

groundwork, the "culture of poverty," to which I now turn.

157
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tncome. The anthropo ogist's definition is also politically delicate and it

is hard to imagine a'campaign for aid to pedple who behave in this fashion. -

,But perhaps most important, the anthropologist's culture of poverty is shag 1

delimited'. As Oscar Lewis writes:

.n1 bel.ieve that although there is still'a gi-eii'dei4V0iii'verty in
the United States (estimates range from thirty to. fifty

there is relatively little of what,1 would call the culture of poverty.
My rough guess would be that only about -20 percent of the population
below the poverty line (between six,and:%ten million,people)

States-have characteristics which would'justifY classifying their way of
life as that of a culture of poverty. Probably the largest sector within
this group would consist of very low-income Negroes, Mexicans, Puerto
Ricans, American Indians and Southern poor whites. The relatively small
number of pebple in the United States with a culture of poverty is a

positive factor becaUse it is much more diffjcult to eliminate the culture
of poverty than to eliminate poverty per se./

DespiteLewis' warning, the idea of a culture of poverty received\a great'

deal ofattention largely because so much' was written about it. The passage

from Lewis, quoted above, appears in the preface to La Vidg. But the body

of, La Vida, 669.pages long-, is a detailed description of an extended family

who exhibit dust such a culture.

Ellibt LiebOw's clasiic work, Tallx's Corner desc.ribes a similar kind

of episodic We among 'a group o black men in Washington,,D.C.5,His writing
Cr

is so good and his picture is so compelling that nobody (including the author)

stops to ask how representative these men are of all' black males whcNive in
0.

the area.

To a certain extent'MY criticism is unfair. Levy,ts and Liebow .do not

pretend to describe all of society. Their purpose is tq describe specific
Oy

40scar Lewis, op. cit., pp,,t. li. In13art Lewis was responding to loose uses of
the term by Harrington and others.

5E1°liot Liebow, Tally's Corner, A Study of Negro'Streetcorner Meh, Boston,
Little Brown, 1967,

1 ,?8
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Some people learned about poverty, from statistical, studiesl but most learned

about it from popular mritings. 2
During the 1960's there were a wide variety of

such writingsTanging from Michael 'Harrington's The Other America-through Edward

C. Banfield's The Unheavenly City. to Oscar Lewis' La Vida.3 The books contained

many diverse themes but a common theme stood out: an emphasis on something

called a culture of poverty or, alternatively, lower class culture.

The term cullire'of poverty" has at, least two meanings: One is the

-anthropologist's 'usage, a harh description of lower class life which con-

tains patterns of serial monogamy, matriarchal families,'Kesent-time psycho-

logical orientation, frequent resort to violence* and related characteristics.

It is this usage which corresponds to the sociologiSt's definition of lowe r'
I

clads culture. The other usage refers simply to a cycle Of low education,

leading to bad jobl,": leading to low education for one's children. In this

SecOnd, "mildee'yersion, no reerenCe is made to sexual or psychological

characteristicS.

The anthropologist's version of the culture of poverty is clearly a
1110

culture a'wholistic set of valued that one easily can imagine being trans-,

mitted from one generation to the'next% lloreoer, people exhibiting the de-

scribed traits would have a great deal of difficulty earning a steady, decent

1Because-poverty was a newly discovered subject in the early 1960's, even the
best statistical Studies were restricted to cross-section data. Thus Mollie
Orshansky's "Counting the Poor, Another`Lbok at the Poverty Population" (Social'

urity Bulletin, January )96a, PP, 3-29) gave seminal estimates of the size.and
composition.of the poverty popullation, but it had nothing to say about the perma-

nence of indiviedual poverty.

2Still-others leariled about..poverty through first had experience:

3
Michael Harrington, The Other America, New "Irk, MacMillan, 1962.

Edward C.;Banfield,Ohe Unheavenly City, Boston, Little Brown, 1968.

Oscar Lewis; La,Vida, New York, Random House, 1966:

159
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individuals through itithnopelogical fielawork. But other, broader social

science studies highlight the culture of poverty in .a similar way. Banfield's
. ,

The Unheavenly'Cit places great emphasis on the problems created for urban
°

life by' lower class culture, a` culture similar, to the one described byi,ewis.6

Because this,culture plays an important part in Banfield's analysi ?a casual:"
111%

reader may believe the group displaying the culture is,quite large. In fact,

Banfield is unskcific aboUt the group's size. Daniel' P. Moynihan's "The Negro

Family -- The Case-for National Action," is a description of'the dangers of

lower class, matriarchal life coupled with a waVAg that this life may en-

velope as much as half of the American Negro community .7

Whatever one thinks of,these writer they were using the idea of culture

in atconsistent sense. The.game,cannot be said of,writers who used the culture
,/

of poverty in its milder form. Consider Harrington writing in 1962:

But the real explanation.of why the poor are where they are is
*that. theygmade the mistake of being born to the wrong parents, in
the wrong section of the country, in the wrong industry, or in the
wrong racial or ethnic group. Once that mistake has been made, they
could have been paragons of will and morality, but most of them would
never,even have had a chance to get out of the other America.

There are two important ways of saying this: the poor are - caught
in a vicious circle; pr, the poor live in a culture of poverty.°

"

6Edward C. Banfield,17-ospNit. In'an appendix, Banfield'presents a, sample of
other researchers estimates of the size of the lowers class. These estimates
fall in,a range of 15 -20 percent, a figure that roughly equaled the'proportic9___
of the urban population who fell below-the poverty line., Most of these esti/,

mates were, of necessity, based on definitions of Tower class that differed
.from Banfield's since Banfield placed his, greatest emphasis on present-time
orientation, a concept that can best be measured in experibental situations.

7Daniel ,Ratrick'Moynihan, "The Negro Family -- The Case for National Action,'"
Washington, D.C., United States Department of Labor, unpithlished mimeo dated
March, 1965, pp. 29-30.

*

8Harringion, op. cit., pp. 1*-15.
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In qont t to the anthrOpological definition, Harringtons definition

of..a culture of poverty is a very loose one. Yet he meant it to hot J with
Ain'

precisely the same force. Once a man or woman "as poor, they Qld have a

great, deal ofAifficulty_ leaving poverty as would their children.
.

The issue is more than academic because Harrington's definition was '

quickly adopted by government policyk4makers% The following quote appears--

from the- Council of Economic Advisors' original treatment of poverty, in
C
1964:

Poverty breeds poverty. Lpoor individual or family has a high

probability,of staying poor. Low incomes carry with them high risks

of illness; limitations on mobility; limited access to education,

and training.' Poor parents cannot give,their childrer, the

opportunities for better health andleducation needed to improve their

lot. Lack of motivation, hope, and incentive is a more-subtle but,no .

-Jess powerful barrier than lack of financial means. Xbus the cruel

legacy of povertf is passed from parents to children.

How did,the Council staff know this? They. did not know it and in fact,

could not,know-it. The development of a poverty standard for the United States

was on y two.'or three.yecr's old and practically no- longitudinal data existed>

;
---

which, ould have permitted tabulations of poverty from one.generation to the next.

Nonetheless, the Council's paragraph, Auoted above, soon became the norm:'-

There was,on the one; hand a "culture of po erty," somehow defined, which pre-)

cluded;th-epoori1 from leaving poverty witho t sastantial outside help (including

an economic boom). There was on the Other, hand a poverty. population defined

, by the Social Security Administration's:Poverty Standard. And over the middle

.

and slate 1960's the-two terms became close to interchangeable.

- There were, perhaps, a half-dozen exOeptions to thii trend: Terrerice
n 0 .

Kelly's work for the President's Commission on Income Mai
1

tenance; various
, A .

p pees by ,Join McCall; an extremely perceptive essay by Stephan Thernsttom;

, \

01 \

Council of Economic Advisors, Economic Report of the Prestdent,iashington,

.q D.C., Government-Printing Office, January 1964, pp. 69-70. 'k , .-

1. - 1.,6,1,
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The end result will be political. Before the decade is- over, Congress

again will have debat;Nwelfare reform;'food stamp regulations, extensions

of medicaid and other anti-poverty programs. Congressional decisions will

depend in large part on public perceptions of poverty. If the public sees .

the poor as being mobile,.or as being fmmobileofor "acceptable r'easoS,"-
. e

their response will be syMpaf(tc. If the public sees thepcioras culture

rtboundinlowerclass,behavior,their respo will be negative. In this

sense,.the extent of a culture of poverty matters a }great deal.
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and more recently the work of Jbnathan Lane, Lester Klein, and 'members of the

staff of the University of Michigan Survey Research Center.
10

But-almost all.1

_...
these works were quite teOnical. The ideas the); ntained failed to reach'

4

a-wide audience of policy makers, much less the general population. .By,;.pe

end of the 1960's, iaimobifity of.the poor was A011 esiaClithed in the public.
)4

mind; and people who were poqr were part of the culture of poverty. *g4`

Does it really matter what the public thinks? .1 Wieve it does. 4

\ . .
,

Harrington and the Council 'of Economic Advisors ware arguing for ay to the

poor: If the poor were immobile, it.was society's failing rather-tahhe*

failings of particular individuals. But large segments. of the population
>4.

interpreted immobility in the opposite way.

0
-\

Terrence F. Kelly, "Factors Affecting Poverty°:. A Gross Flows Analysis," in

the Report of the President's Commission on Income Maintenance, Technicailtu-
.

dies Volume, Washington, D.C., Government PrintingOffice, 1968, pp. 1 -81: But

also.seeithe criticism of Kelly's work by Thad W.liirer, "Aspects of the Vari-

ability of Family Income;" Madison, Institute for Research on Poverty, unpub-

lished mimeo dat7d January, 1973, 19 pp.

McCall has written a number of pipers and a b6ok 6.thit subjectsA One early

example is John J. McCall.,, "An Analysis of Poverty: Some Preliminary Findings,"

Santa Monica, BAND Corporation Research MeMorandum RM-61330ODecember 1969.

'S ephan Thernstrom,L"Poverty in .Historical Perspective," Chapter.6 Danit)

. Moynihan, ed. On Understanding Poverty; New York, Basic Books, 1969.

Lester. Klein Partt,tioning Algorithm for Studying the Income

the Roof.," P blic Data Use, Volo%1, No. H-3, July 1973,m. 14-1

11

namics of

Jonathan P. Lane and Frank Levy, "The Demographics-of Low Income Households,"

unpublished memorandum noted as likk Force Paper K, HEW TokJorcev)n Welfare

Reform, July 1973, 34 pp,

The-Survey'Research Ce er stafkias Thsued to date

.analyzing the Panel Std of Income Dynamics data.

American Families -- Patt s of Economic'PrOress,
Arbor,Institute'for Social Research, of the Survey

of Michigan, 1974 (vols. I art II), 1975 l(vol. III).

three'volumes of studies

See their Five Thousand
vols. I, II and LIC Ann ,
Research Center, University°

-
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APPENDIX B

THE ESTIMATION OF ,AN INDIVIDUAL'S WAGE
- °

Wage estimates fort were 'patterned afterethose.developed by

4

V.

Hall.
1

The actual format of the regre sion an written:

(1) Estimating-Equation for an Individual's Average'Annualtraile
k.

In (Wi) = fX1.1,X21,

S'N

0 -9. 9

where: Wi

-`-1 x71 ) +1.1i

is he individual's annual pre-tax earnings from
labor divided by his total hours of work.

) refers to the dalural log fOnctton..

X1
'

is.a set of Tbinomial dummies referring to age.

X
2

is a set of binomial dummies referring to edUcation.
.

,..

4--rNs a set o 4 binobial dummies referring to the region3
.of residence. ' .

*. r

9

X is a set of 3,binomial dummies referring to the distance
from the .indjvidual's residence to a cirf 50,000 _ot more.

As a-binomial dUmmy which isll if the person has any
work-limiting disability. .

X

a

X5 is a binomial dunrny which is 1 if'the person,belongs
to a union (males only).

x
7

Pi

is a binomial dummy whichris 1 if the person is a
farmer (males only).

is'a stochastic error term. associated- with the individual.

In Table B-1, l present examples'of estimated coefficients t white and

non -white male heads. In Table B-2, I present wage estimates for individuals, with

selected characteristics.

1

See Robert E. Hall, "Wages, Income and Hours of Work in the U.S.," Chaptj 1
incdren,q. Cain and Harold W. Watts, eds.,'Income Maintenance and'Labor Supply,
Chicago; Rand McNally, 1973.

, ,,
A I
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1
Each regression is done in) a referenbe group fOrmat. The constant term

,

:)refers to,the gt of a person with characteristics of the reference group. Each

)
variation of a characteristic and the coefficient of that variable refers to the

'change in wage caused by that variation.

The reference group chaxacteristics for men and women are lifttd below:

C4aracterisitcs of the Reference groups -for Male Household Heads

-

Characteristic Value

Age 25 -34 years

Education' 12 year,s 12 years

f.
Residence distance to a less than less'than
city of 50,000 or more 5 miles.. 5 Ailes

Northeast

Women

25-34 years

Residence Region

n,ion Membership

Disability,

Farmer

"4

0

%MU

No

No

No

cs

ki 5

_4

6,

Northeast

NA

No

'/
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, TALC

ESTIMATED COEFFICIENTS OF WAGE REGRESSIONS

Age

White Male Heads . Non'vaiiite Male Heads

18-19 ,-.538 -.052
(.144)- .157

20-24 -.343 -.317.
(.057) .157

25 -34

35-44 '.233
,

.08T
(.042.) .053

,45 -54 . .273 -.018
(.348) .016

55-64 .211 . -.031
(:045) : .046

-.130 . -.492
(.044) .347

Years of Education

Education 1-3 .371 -.514
(.134) .128

Education 4-6 -.316 -.310
(.065) .077

Education 7 -9 -.242 -.137

Education'10-11
43.

(.042)`

-.077

. .689

-.133-
(.038) .273

EducAtton 12

"Education 13-14, - .085 . O +.064
. (.039) , .032

; 16.
4
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t.

White Male Heads Non-white Male Heads

Education 15 .,. 2162

:'- Ar
.,,ta ,

e (073)

Education 16 .'267

(.021)

Education Over 16 .454

(.045)
.11W

Region of Residence

Northeast' 4

Northcentral -.op
(.042)

South -.130

(.021)

West y .001

(.001)

Distance from a City
of 50,000 or More

'Less than 5, miles

5 -15

..4,yg,r,15 miles

Union Status'

NonLunioh

Union

Disability Status

1111
Non-disabled

Disabled

.117

(.032)

.001

(.034)
tea"

:F,021

.036

.423

., .142

.834

.178

.159

.106

-.080
.021

.230'

.373

.121i :340
(.024) (.062)

-.10T .

(.068) -

168
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Occupation

Not a Farmei:

Farmer

J

. Constant

13-

2

N

a

43

I

41 N,

White Male Heads Non-white Male Heads

-.700
(.068)

1.068
(.043)

.40

.440

T531

1 6

A

.796 /'

(.063)

.4231

.467"

719

-159
h

O

)-
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TABLE B-2

ESTIMATED 1967 WAGES FOR INDIVIDUALS WITH SELECTED CHARACTERISTICS

White Noff-white White White
Male Heads Male Heads Male yeads Male Heads

Group $3.20 . $2.47 . $2.32 ;

Varying Age

, 18-19

55-64

.179

3.95

, 2.33

.2.52

1.97

2.36

Varying Education

2.34 1.8. 1.56
,

6th Grade Education

Col4ege Education 3.77 3.07

Varying Region

South 2.81 2.28 1.87

4

A

(

r':11'4'.-444.4

1(i9/
4 ^n

$2.22 xrl

, t,

1.92

2.78

1.62.

3.24

.1.60



'APPENDIX C

HOW PERMANENT ARE LOW WAGES?

- In.Section II, I showed that working men and women in the target population
/

received Wages systematically lower than the wages estimated they shou.ld.receive.1

If aqua] wages were randomly distributed around their estimated values, it would°

be reasonable to expect these men and women to move toward their estimated wages in /,

the futurle.

There is, however, the potsibility that a given individual differs from the

rest of the population used to estimate the wage. For this individual, the estimated

wage has no long run significance. A statistical test for s an individual is
,

. 4111F--

made by comparing the* lifelqence between his actual and estimated wage

prediction error -1 with the standard error of the regression. If the prediction

error is .greater than, say, two standard errors, rcan reject the hypothesis that

,the individual lrlongs in the general population. In this case,,I. cannot assume

his estimated wage is the true mean of his wage distribution. If precliction,err:or

is less than two standard errors, the estimated wage serves as the lbng run,

expectation of the individual's wage .A

The test just describedassumes individual prediction errors are truly

stochastic. In fact, errors may arise because the model has been incbmpletely

specified. An individual maypcssess very high motivation, he may.,be,an alcoholi

he may have a priton record, he'may have a great deal of informal training. All

.of these factors will affect his wage'rate but it ii possible that none of them

+appears in the Panel Study data.

(-
1 The calculation of the estimated wage is described in Appendix B.,

170
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If these unobserved variables exist, they will be reflected in the

indi,ic,al's prediction error. Only a portion of the error will be trtilPr

...stochastic and, as a result, the
0
estimated standard error of the regression will

be too large.

When these' unobserved variables exist, the statistical test described above

AI be too loose. It will compare prediction errors to an estimated-standard

error that is too large because it includes both stochastic variations and

nonstochastic variations in unobserved divi al c aracteristics.

I describe below a Single, ailOroxim correction for this situation. I begin

by postulating a fixed effects model where the error term associated with an

indiyidualcs wagecan be divided into two pieces. One, wit, is a fixed factor

associated with'that individual and designed capture his individual characteristics.

o o.

The other,
'it

is the normal error term. This modekis displayed in'Equatison'(1).

below. f

(1)- 1014
it

) =rpf(,X
it

) + p
it

+ c
it

40,

And I assume that:

rr

where: in. refers to the natural log f tion

W
it

is the i'th individual's wage in year t

X. is the vector'of observed iridOendent
1st variables for the isthindiviffal

.wi is a term that.captures the individual's
t' constant observed characteristic

cit is a stochastic error term

It

E(wit) = E(cit) = 0

t

'E(p. c.
,t+ k

) = O. for all k
-1

i

2
4P,

E( ilit,.. Ili ) =\ op for all k *

E' 2-/
. .

1.(cit; Ci ,t 4._ k) = °c,for k =,0

0 otherwise 1:i 1....



Define (eit) as the i'th individual's estimated prediction error in period t:

that is, the difference between the natural log oftis actual Wage and the natural

log is his estimated wage. :Given the assumptions above, it can be shown that:

2
(2) E(elt)..

0.2
c + au

And:

(3)
2

pr,(eit, eit
)

4.1' for all k

Equation (3) refers to a situation where wage equations are estimated'for.

the same. individuals in two different years. The term p(e
it,

e
it + k

) refers to
, -

the simple correlation between an individual's prediction error'in,year t and year

t + k. The equation says that.this-correlation equals the percentage of the

.regression's estimated variance ;that is notstochastic. COrrespondingly, the
0 \

statistical testdesCribed,at thed beginning of this section must use a standard
.1

error that has been corrected by the term /7-7.
, ,

e
Table C-1 contains correlations or error predictions for various groups in the

'target and counterpart populations.2 The data indicates that error predictions

are fairly,stable from year to year. This suggests, hese regressions.contain

, systematic,,unobserved Components that are constant for individuals Aver time.
. 9A* 4

Moreover, this component seems roughly as'stable for*tembers of the target

4
population as for the population at large. Within - each - group, the term, p, in

Equation refersstO the' correlation for the total population.

.Table,C-2 presents'the data.hecessary to test the hypothesis presented.at the

beginning of this section'. Specifically, the, null hypothes'is, Hd, states that ,an
F 0 -

individual's,estimated iyagels the true mean of.his wage distributio0. This
/-

hypothesis will be re(jected if the individual's prediction error iS greater than

OA x corrected standard error of the regression).,
/ : .

t .0

2
Correlations were c41cOated for those people 'who worked in 1967 and 196$ and 1971., .

,
.

.. .

. , 4 !,

I 7.2 . t,, .* . \
.

.
.Pr
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TABLE C-1

CORRELATIONS OF PREDICTION ERRORS FROM WAGE EQUATIONS

Characteristics of
Person in 1967 1967-68 1967-71

4

Number of
Observations

White Male Heads
Target Population, .21 .42 57

'Counterpart Population .55 (.643 ,222
Total Population .57 .41 148

Non-white Male Heads
Target Population .45 A.,36 158
Counterpart Population .42 w:64
Total Population .46 .64

,397
555

White Female Heads
i Target Population .80 .55 11
Counterpart Population .64 , .52 124
Total Population --- .68 .58 135

Non-white Female Heads.
Target Popu tion' .23 .34 92

Counterpart'Population .77 .67 113

Total Population .72 .70 205

A

TABLE C-2

TEST OF HYPOTHESIS THAT THE ESTIMATED WAGE IS THE MEAN OF
THE WAGE DISTRIBUTION-FOR THE REPRESENTATIVE INDIVIDUALS HEADS*

(1)

Prediction
Error for

C the
Representative
Individual

(21

Standard
Error of
the'Regression

(3)
Corrected?
Standard'
Error'

(4)1

R tio
of

(1)/(a)'

(5)

Corrected
Standard
Error for,
the Ghoup

White Male Heads .432 .467 ..306 1.41. .041

Non-white Male Heads

White Fempe Heads

.305 .485. o357' .855 42.8,

with Children .520 .523 .46 1:75 .089
toe" .

*4- Non-white Female Heads
with:Children .128 .488 .268 .495 .0269,

.1`73 0/
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Column 1 of the table contains prediction errors for representative

165

individuals, individuals whose characteristics equal the group average characteristics

of Table 14 in Section III. These eershive been converted into theitatural 0

---

logarithms of the original:I-regress:1-m - -,

.Column 2 contains the standard error of each regression and Column 3 contains

the standard errors corrected by the 1967-1968 total c:opulation correl'ation
r

f

coefficients listed in the fable C-1. I
Column 4 contains the ratio of the-prediction error to the corrected standard ,

error. In no case does this exceed the critical value of 1.96. ,Cbrrespondingly,
C 6 e/..

.

I cannot reject the hypothesis-that the estimated wage is the true mean of the wage

distribution for these four representative individuals.

Finally, I can- reapply the test in,a strongen fashion to each group as a whole.

,
Consider the group of all white male household hIgads in the target population,

0

Is it reasonable to expect that these men, as a,group, have a-distribution of wages

whose mean is the mean expected wage reported tin Table14. Here, a similar test'

applies except that it is now a test of sample *ans.. Correspoodingly; the corrected

a.
standard error in Column 4 must be divided by the square root

,

of the number of-people

in the group, in.ihiS case 57. for each group, the predic,tio error is roughly 10
.

times asAarge as the-group standard error. Correspondingly' I reject the null
0

r
. -

hypothesis for four groups. 9

.

.

. ,

: The conclusions can be interpreted through the help of an example. Consider
. .

i ,-

a ,non -white male household head whose actual 1957wage was $1.33 and whose' estimated

wagelos $2.03 -- an' individual whose actual and estimated wages eolualA the group
(

,

averages in.Tgble 14. _The calculations in Taple C-1 indicate the individual's
a . ..., '''':

a
prediction error. i, .305:wh le the .corrected 'star d error of the-non-white male

A

wage regression is .357. C esponding0, I cann eject the hypo.thesis, that
, -. I

$2.03 is the true mean of the individual's wage distribution.
4 J

174
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Conversely, consider the group. of all ,non-whiteLinale household heads

tabulated in Table 14. Is it reasonable to believe that as a group their wages

came from a distribUtiOnewhose ;72e mean was $2.03/ Here again, the prediction

erro J s .305 bbt the standard error is .357 divided by the square root of 158,

the number of people in the group. The resultinratio to andard error is

10.7, more than enough to reject the hypothesis.

In tummart, it is reasonable to..believe that a number of individuals within

the target population will'return to their estimated-Wages, but it is unreasonable

tp believe that all individuals in the target population will return )iio their
ore

estimated wages.

%.

3

C

0-.111E.

_

4

).



-1.67-

11/

APPENDIX D

THE C,I.CULATION OF ESTIMATED'INCOME

/

In this appendix, I briefly discuss the calculation of estimated income.

I present examples for households with selected characteristics. Copies of full

estimates used in.the calculations are available on request.

Estimated incomeas described in,Table 20, is calculated using the

following relationships:

(1N
vR v vH VW

'' '67 '67 '67 '67

(2) EY68 = Y
67

x 1,049 EY
H

+ EY
w

68 68

-

where: Y refers to t e household's total 1967
67

pre-welfare money into*

Y
H

refers to the husband%s income. from labor67
in 1967

Y67 refers to the wife's income from work in.1967

EY
68 refers to estimated +1968 household income

EY
H

68,

-EY
8

refers to the wife's estimated labor
6

refers to the husband'S estimated labor
income in 1968

R
Y
67

income in 1968

refers D-tifresiduil: 1967 income - household
incomrige'a-ssociatet with, the husband's 'or
wife's labor .

. .

1.049 refers to" the rise in t -cost of living
between 1967 and 1968

Estimate! labor income Was c-a4culat d by'multiplying-ge infaiduWs,AsIimatep

1968 wage by the 'individual's 1968 estimated hours or laborx

The .method of estimating wages':was.detailed in,AppendixA8

176
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Labor supply equations for males were eAimated_in a faihion identical to

that of Hal),
1

except that the sample consisted,of all members of the population

rather than low income members.,AgxplAnaiy variables included estimated wage,

'whole income; the.presenCgof pre-school Ch4ldren in t'he famil , the presence'

of school age children in the family, whether the individua was either farmer
. .)

or self-employed and a psychological planning index to measurehifferences a ong

indviduals.
2

The 1* A number of observations for some types:6f individa
V."

.

required that observations'be pooled in the following groups:

kte male heaas.of householq_under 55

Non-white Male heads of household under 55
I .

, t

...

White and' non-white male heads of household over 55 (with 'race
added as a variable)

Labor supply estimates for wives were cOMp)icattd by-the fact that large

numbers of women report n hours working, a 'problem INdiscussed in Section VII in,
4it ,

eorinectdon with the estima ion of labor supply 'for female household heads. I

approached the problem of estimatinglabor supply curves for wives in a mannet

4

11

similar tothe procedure I-outlined .for female household heads in Section VII

I Aivided wives into three groups: those who worked less than 500 hours, time

who ked between 500 and hours, and those who worked more than 1,506 hours.

In prItice, 62% of the group were in the first group, 16% were in the second, and

22% wire in the third. The mean; of the classes were 42 hours, 997 hours, And

4.1,959 hours.

A

1.See Robert E. Hall, "Wages, Income'aotHouPeaf Work in the U.S.," Chapter 3 '

in Glen G. Cain and. Harold W. Watts, eds., Income Maintenance and Labor Supply,,
Chicago, Rand McNally, 1973.

2
The Panel Study also includes what it calls an index of ambition but the actual

questions seem more directed-at mpasuOng dissatisfaction with one's current.
aircumstancil% With such questiobs, ambition might be as strongly correlated with
aglow number of hours as with a high one. I experimented with the ambition index
in the estimates in Table 11 butt proved .insignificant.

7
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I then estimated the probability that a wife with given characteristics

would work in each class. Explanatory variables were the woman's estimated wade,
. ,

her age, the presence of a child undensix, her Whole income, her race and her

region of residence.

Table D-1contains 1968 estimated incomes (EY68) ferhoyseholds with

various characteristics. The calculations are meant to be suggestive. Individual

.
7

calculations were made according to theActual-characteristics of each household.

J

1

4 ,

°

It

'

\

-;
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TABLE D-1-

ESTIMATED 1968 INCOMES FOR COUPLES WITH SELECTED CHARACTERISTICS*

Age of Education
Husband ,,of Husband
and Wife 'and Wife White Non-white

o

- .
. .

19 years 8 years s$ 6,123 , $ 4,419
.

. .
41.10 years 6,195 ,5,033

12 year 6,800 '5,469

24 years' . 10 years 7,584 6,017
. nv,

12 years .

7,977. , 86,464 .

College
.4,

13,331
10

10,694 -

.

.

35.years 10 years 10,432 , 7,020

12 years 11-,291 7,972° .

, .,
i.

College . 20;002c 17,458
_

s

60 years 10 years 7,590 '6,656.

.,x.

4

:
12 years 10;471

.

. 1,896
o

.0*
CalculatioRs are made. using the following assumptions. Couples derive. all

I' - income from. labor; each-family .has only theihusband and wife :as potential
. (

earners. Ttietouple aged 19 has at least,oneopre-,school child. The_douplei

The ,couple aged 60 aye no children liVin4 it home. All.couples live-outside

aged724 and ?5 have. t least one-pre-schodlIchild and one child, in school.

the South ang no husband As a farmer or is self-employet.--
.

,..
7.1:

\ ; .

.

11.

. 1,
A
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I
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COUNTY WELFARE:. CASELOAD GROWTH AND CHANGE

IN ALAMEDA COUNTY, CALIFORNIA, 1967-73

Michael Wiselban*

A

Nineteen seventy-fivd aarked the end-of a decade of extraordinary

growth in the Aid to Families with Dependent Children (AFDC) program. In

January of 1965tthere were slightly over a million AFDC cases nationwide; °

4.4 million people were receiving benefits through the system. Ten years

.16

later the caseload 404. tripled._ In January 1975, 11 million people were

beneficiaries of ,the AFDC transfers. A prograM that cost about 1:61.bil-
.

lion in.1964 cost taxpayers almost 8 billion ten years later.
1

That was the bad news. The good news was that while the program'

0
'had groWn by an incredible135 percent in 1970, the rate-of growth had

declined to'l percent in 1973. The welfare'explkiaion is clearly over.
, .

Now-that the dust has settled, it is ap ropriate to ask' what happened,

( . 4, _4 'I(
and why. Once thebd 4 estions are ans red, will e possible!to spec&

late ahout the prospec for a,recurrend.

, . .. .,

! In this papelr I will-addresg/thes questions c" a very small
-

\.: ,

N.

scale using data'developed from-a series of crossvSection samples of
;- _

recipients in-the AFDC program in Alameda bounty, California. Alameda
.

County isn't the United States,and it doesn't account-rgeographically or

demographically--for a srti ularly large pro-portion of alifornia

March 1970 families on ssistance in Alameda County ace ufited foi per--

cent the national caseload and about 6 percent of /4
s .

1
k ) t

0-

o 184
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California.. But the courrty is urban, and- it includes a,city, Oakland,t

that "enjoys"'most of the problems that beset alder metropolitan areas in

-173-
/

other parts of the country,. The AFDC caseload in Alamedj,Cdunty exploded

at about the same time the national caseload did, and, like the national

caseload, the rate of caseload increase has declined substantially in subi-
,

sequent years.' These fac rs make Alameda County's experience relevant to

o

inter retation of national trends in welfare caseload growth.
',%

y description of what happened to the caseloadduring this Aridd
.

, 4.

. is organized below in six sections. The first'outlines the rules for

eligibility and payments determination under AFDC. The second provides

background inforMation on the AFDC program\in Alameda Cobnty; describes my

procedure for collecting data on recipie4s.,there, and is concludid ttith- .

.., .

.

some original estimates of the total number of famIlies receiving public
.

assistance in various year's covered in this survey. Section three de-

.scribes the changing' demographic composition ofothe caseload and the back`0

1

g oundof welfare recipients.: In section four I;ditcuss the role of admin.:
..

istratiire factors in determin tion of welfare benefits and eligibility.
1

Seciron'five ii'devoted to ea e dynamics--frequency of closure, spells on

welfare, and rea'son's for tet inationl-. I summarize my answers'to, the ques-:

tiqn "What happened?" andmY speculation concerning "what will happen ?" in

'?
section six.

I: Eligibility Determination anifienefit P
. .

I
'1

1. '.;Introduction

\ , , , : , ,
*

i, C.
Standards for eligibility and pSYments in theAFDC-progratn,bave

't

5 .

Changed in i variety of way41/during the past ten years. The discussion
4

.

$1

/
7 "ft

ments in California AFDC

182
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here is organized around. the standards as they existed.on March 1, 1970--

4*4

more or less the midpoint of the detade. As is the casein normal welfare
( v-

f , :

. .

operation, I will consider determination of eligibility separately from

determination'of payments. After describing pe 1970 system, I will out-
-.

.

line the changes that led up to that program
, 7

that'followed.o

1 I emphasizethose changesthat,pdtentially expanded or reduced

they eligible

is affect

InterpAtation Of case data later in the.paper

n an important way by whether or not onebelieves changes

in caseload compositionare the result of extension of welfare into a.

fixed populAtion of eilgible
0

families or the resuleof extensidnof wel-

fare eligibility to larger segments of the population ay whole.

Readers whp are-familiar with operation of AFDC from otherisources

or my own papers
4 may Cooseto skip directly to, Section III. Unfortu-

,

.

riately., therg aren't too many different ways to tell the story that fol-

lows, and methtds of making welfare,regulations exciting &aye akfar

's*

eluded' me.

A familY's,payment from welfall' in California 14 depen ent on its

.
"need," its,composition, and the net

in effett. Below; -Ydiscuss'first;i

'factorsrelated to .aid

* ,-
bility determination;sandMinally -at n of paythents.

. .,-:, -

I ..
:;.,- ---

. . -. . ,

.. 9
o % 0

. -. ,

4. 5he Determination p'fitieed

ad-of-Ipayment Calculation current]:

e meaning of "need," demographic
, *.

measurement of resoutcesjor eligi-

o a

10% 4W fare-hala:always43een iritended,,at least in th populaOtiew,,

for'people :in -nee, ,--The:heart of thd,systdm is,an'offldial
.

definition of
; -,'4,00,!': ."!

klbyeirinsfets,;:,;.
; - `'

,40privationadequi, O'7Juspify
-

e :
1.

r
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In California, In Mirch 1970, ne-ed was4UmMarized in regulationa--

published by the then State Department of Social Welfare in a table of c

necessary consumption expenditures:-..Amounts varied by family composition
o

and county of residence,ann were listed separately 4for utilities, housing,

.food, and individual and group needs. Calculation of need for two sample

families is illustrated in table 1.
%

JThe need standard has changed mo e-or-less annually in California

since 1965,. primarily because of Changes in the cost of living.- M9asured

in constant dollars, it'has"remained virtually unchanged. As a result,
,

nohe'Ofthe'Cbanges in the caseload which occurred duringtheaast'decade

can be attributed to refaxationof thebasic need standards applied to
e

families on welfare intake. However; it is to have, in addition

to the standard needs identified in the table, certain special needs for
A

one-time expenditures (a mine _required bedause current living quarters are .

unsuitable) or olonger duration (a supplemental diet for preglignh).

1

. .

Identification of such nedg'is an important arlea'of caseworker discretion.

Special needs potentially allow'welfare eligibility to be retained $r ob-i . .

tained by families with incomes_larie enough 0IIP
1 tedude assistance should

only the basic eligibility standard be applied. Na Published data are.ivall,

.. ,
,

A t

able on the extent of speaal needs among welfare families or variation-in'
J

^ -

the frequencyfrequency of special needs identification over' time.
.

,

'Prior to October- 71, the nonfederal share of costs attributable-to

'
v )- - .

.

Payments forispecial need were shared between state and county governments.
7- -.

,- .
,,

(-' ') t '

A's a result of the Califo ia Weltgre Reform Act state participation in stc14
i i . --I

,

1
payments Was eliminated. One silapPets that the counties resPondedtoithe

i

1 84

'

t
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financial Incentives so created by.butting doWn on i'den'tification of
,11

special needshishypothesis will be investigated in section IV.

If itogas true that prior to October 1971.SomefaMilies attained and
d

-maintained eligl,K4ilionly because of inclusion of special needsi-then

this restriction reduced theeligible-population.

Family Composition,'Work, and Residency Requirements

Once the "need" of the family is determined, establishment of

. eligibility requires comparison of-family resources to the needs' stan-

daid'and satisfaCtion of certain family compositional requirements.
A

discuss the 'composition requirements first and then outline assessment

e of resources.

The composition standard is simple;Basidily-the family must

include children and must. not include their father if he is employed eull
.

time unlAss the.motheris absent, incapacitated, on unemployed.

The Oject of the AFDC program since its origin' in the'Social

Security Act in 1935 has been to pro de, assistance to 'children deprived
1p

of parental support or care through lack of resources, disabil ty, ctr Au-

InCalifornia, a'child is elisi le for support f cm vertL4abandonment.

fiea conception to, the 21st birthday. If th
f. y

*ie. or ,s14 must be in school, disabled, or WO 4c.ing to accOmulate money

.' . child is 16-17 years old,

,
I

-for e cation; if 18-20,

one a ult in the family,

;payments as financial.'

he or she must

the only other

,
185-4,

o41

be in scritol. If there_ii,:only

quiali9.dation, neessary for AFDC
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TABLE1.

MINIMUM-BASIC STANDARD OF ADEQUATE CARE (NEEDS)

SAMPLE FAMILIES, ALAMEDA COUNTY, MARCH 1, 1970

41 ,
.

2 t. 4 "

Item

AS. Mother
and Two

Children

Mother;, Two

Children, and'
Unemployed

Father

Maximum housing allowance
-(allowance varied with
actual cost of housing) $124.00 $124.00,

Utilities 13.60 13.90

Food

Mother 27.45 27,45
Child < 6 19.80 11.80
12 > child > 6 26.05 26.6
Father /_ 32:15

Individual needs
Mother 16.05 ",t1g:05
Child <6 8.10 8.10
12 > child '> 6 12.60 12.60
Father 17.60

"Other FB, needs 23.30 029,30

MOnthly otals $2.70.95. $32/.00,

.
Anndal totals _$3,251.40 0,924.00.

i

0 /Sou7te:. Doolittle andtliseman, op. cit., pp. IT.
.

: I.

, o er
ioe

32.

a. '
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For two-Parent"households,eligibility reqUilements aremore com-

plex. They depend upon the nature 'of the relationship between the adults,

and, if the father is present, his employment status. If the male pre-

sent is not the naturayather of .the children and has not adopted them,

the family can receive
0
payments on behalf Of the children if the male

cannpt provide sufficient support to meet their needs. If a stepfather

refuses to support his wife and own children, the suppOrt provided by

the county is, increased, but the stepfather is'subject to legal action.
4

A "male assuming the ro14 Of spouse (MARS)" must'coneribute that it

would cost him to live separ4ely.

If both parents-are kesent in the household, children (and_ their

parents) can be eligible for support on the basis of physical or mental

intapacity of one or both parents. A father in incapaOtated if heis

Unable to hold a full-time job. A mother in incapacitated if she is un-

able, for physical or mental reasons: to Wovide her children with normal

care -.,If neither parent is, incapacitated, eligibility'ca be established

on the basis.of unemployment If one of the parents..

I I

. .

,

Throughout the period under consideration; California was more
..,.

..7

generous in its aceplance of uneMploymene as grounds,for deprivation

than -0f deral standards 'required. Id;Mardh 197u, this Category was.sat-..
:1

1
isfie if either parent was involuntatily'working less4than sevn-eighths:

of th qtandard of full-time employment for theVnduitt4,in which he fle,

V

187
vo



6

. she was typically.employed.

O
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In general, this meant they were employed
-, . .

. - . t

less than 152 hours pet-moneh. The federal minimum definitionof uneni4 .

, .

.

_._.: 4 ao
1 /
ploymentiP.at that k as involuntarily working less than phre-fourths 4,

* . . , .. . ,....... . - ..?

of fp ltime per month while the permitted maximum was ranythi -less 4

l'
than full time. California exercised` the state's option to use ,a defiii;-.52: '1 's

.

,

..
,

,.:

4 Y
.

lion more generous than the minimum requirement. .1 V 'N , ,i ,\ , . .
--. .44.

Other fektures also made California's pria f

t

or-determination
,

of AFDC eligibility on
-

the basis of unemployfent more generousthan that

found elsewhere.

deprfved solely

(a) the father

The federal government contributed N.:support If ckiildren

on the,basis of theunemployment,oe'a parent on if

was unemployed, (b) the father had an lesta ished eonnec-,_
a

Lion with the labor force," (c) the father_hA been unemployeefor more

the
'

. ...'.-

than thirty days, and (d) .fpther was not reteiving *employment insur-
' ,° .-

:-. .tt. .

ance benefits (UIB).. IM ntrabt, Califoria (a) at least technlcally,
; .... ,.. `

permitted either parent to sat.., is the condition;
5

(b) required that the
'

. .

4

f thgr simply be looking fot a job, or that .the tother.A*lookireg for
s

a job and be able to .depionstrate an a equate plan for c,areshould

s e find one,; (c) required no minimum amount ,of unempWget,) cl.:(d).per-4

.

, , 4.-
i

, ..-
-1/

-Fitted AFDC payments to a worker's family even-if.he-or-Nshd,
-

r drawing
-0
..K .kl: '" I

,

UIB.

If'a family qualified for

not qualify by federal standards,

. V' . 1 k 1Ssided7piked up the ,entire bill. ;'Regardless, of source of:Suppot,

*4.,es. al'Oying for We,!4trt erg t4 unemplo enOiprTa.s3.ons.oI
.''

.

4
. I:1 s' i. .

. 1 ,k. ,4,.-

;
1.,

.

,,,, .

4DG'ate-claial,fied'as retipients'in rhePAFAC71P;p0grai; al1',,ot

f'4

assistance under.Calilornia..W. buds d...

the state and county in wtic t, the, fitp4.157,

0.

1.88

y

a

r
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. ,

area in AFDC -FG (Family Group).

/
It is wog repeating'here what is surely common knowledw/

The important group excluded, by these regulations .is made up of two

loop

/ ,

patent families with heads working full time at low wages--the working

poor.

In 1970, referral to the state employment setvice for assistance

in job search was essentially voluntary for heads of AFDC-FG households.

Mothers were required to apply for andacCept bona fide offers of ent-

ployment only if such_ ployment could be shown to'be nondetrimental to

'the welfare of the ,family, "adequate" child care was available, -and_she_

was capab of theeting both homemaking and employment responsibilities.

In, general , recipients qualifying under AFDC-U were subjected to more

strenuous requirements, including a mandatory referral to ,the Work In-,

centive'Ppgram within thirty days of initial receipt ofF,NAd. WIN could

r.
mean a variety of things for participants; frequently; {It--was little

more than a referral to the state employment service f r regular job

..

placement. To the extent iOt.slots were available, recipients were
/ -, .

.

0 ---
placed in® on-the-job or classroom-traiding programs. Refusal to par-

ticii,ate in WIN activities or toaccept'bona'fide,job offers was fol-

. ., 1
-.:

lowed by a sixty-day counseling period; f,.after.sixty-days, the
p . .

/
oorecipi nt remained recalcitrant, he or se could be-deleted from)the

-.

L. ,c, ._

.

budge, for the fem7lyiluvotved. Establishment of family' welfare eligi-
,

p

ti, \ . - ,,..a

. -

bility,!was not cOnditional at this time upon'reaponie,to employment or
^ V \ \

4. F. .
. '

t '

a

p
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WIN,referral. but continued payments on behalf of employhle.ilamily mem-

bers wias .

Finally, since tie Supreme Court struck down duration -of- residency
0

requirements for welfkre In Shapiro v._17zompsoroin 1969, potential reci-
.

pients w ere re quired only to,show that they had esiabltibed a permanent

address in the county. Pxior-to t'he Shapiro dection, families could not '

o

qualify ut1ess they had lived in the state for a year prior,to
t

tion for aid.

Aside from the durationoof residence restriction, moolof the,

demographic-cqualifications for AFDC have not changed over the decade under

. discussion. The mostignIficant alterations have occurred in the defini-

tion of".unemployed" used in determination of payments
. r

under AFDC-U and in tie obligationof new recipients to register for em,.

.ployment
r
referrAl and services. before November 1, 1969, a family could

qualify for assistance on ground of unemplOyMent if the father on mother

had involuntarily worked less than 173 hours in the month priorto appli-

cation. This was reduced to leis han,152 hours in,November 1969 and was

supplemented by the specification that the aliemploadult work lees
. .

(
. I (

than thirty hours-Per week. The'standard was reduced again in July, 1971
I

to 130 hours per month, or not more ,than 30 hours per week. The most

,_. .

recent reduction to .the ;ederalfminimt of 100 hours per month, or 2341.
L.' ...-

4 .

hours peiweek,,occurred irvOctober 1971. The standard has remains ed at
-

.

the lower evel since 1971. LAlthough a substaqiall)roportiOn of poor
7

/

,-"heads of househOlds" work all year, it would seem likely that, hadli,the..
, 1

4 ---; 1

1 ,
k

criteria fon AFDC-U; eliglhility been widely know, most poor', two-parent

-
i9QJ2
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4 ti f;.

. V ..

families in California could have qualified far payments under AFDC-U at-.-_:-'
.

/one time or another in 1970, gilled the e*tliemely loose definiti7 of unL:
.

, ..-.

employment then used. The tightening of the definitiOn since that

has undoubtedly lowered the number of two- paent families eligible for

assistance.

1.
Tq appreciateNfhe (relative) generosity of fhe AFDC -U program in

1970, recall that on Mardi 5, 1970, the House Ways and Means commtttee

voted21 to 3 to repott the Fax4ly Assistant Act of 197d tothe House of
'

Representative \FAP guaranteed $1,800 per year fadily, of four

with no other income; California's AFDC-U "guaranteed'.' $2,292 to such

( 4
families,

as long as ohOlkarent in the fly

.

a mare generous treatmelltr.of earnings over a broad range, 4'
I + , ,

sfied the employthent criterpon
I

This California gUarantee had been in effe t sincefor eligibility.

the early 19'60's

-The Work

. P'\
. T , ,

More will be 4aid-abotat payments later.
r . ,

Incentive Program was spilatantially revamped by aongfes:

in 1971. "The new WIN ("141p II") regul,ationa became applicable
.

1 On July 1 of the following:year;.these han

-regulations panual maintained by State Dep

111

appeared
°

on Social Welfare-
0

on Septembev4. A large number of changes' icy the egulations4ocgUrred.
I

The prin cipal results were (a) to retpce the number recipients elc:;)eV-1 ..- ,. .- : ,,
. S..

.

frOm employmen trdining or obligation to seek means of-self-auppirt,
A

: .

6'
( ) to make registration for WIN t r nonexempt recipients a 'condition of

fo benefits, and (c) to remove:responsibility' for defgrthina-
A

dons of whichIpcipientt are appropriate for manpower training frotp..ethe'
,46

i
)

,

)- A f1

,

services staff of the welfare agencY to. a Departmerit of Labor certified
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state manpower policy agencythe. California Employthent Development
,

Department.

Tie WI.N II requireme.nts restricted the AFDC eligible population-4'

to the subset with:heads willing to register for Work or undergo

ing. I do riot believe this proved a,significant constraint on the ell-
,

gible population, if it did sO at all, until at leas 1173.

Resources

Family eligibility for AFDC, given Satisfaction of demographic

criteria for_AFAC, is deteralpied by comparison of resources of the family
e-

budget unit to which the child belongs to the needs standards. The re-

.source regulations concentrate on, the definition of net income-- current
, . ,

income available for peeting consumption needs--:.plus identification of
7 ::" fi .'

ii 4
--A-the share of a family's wealth that the state expects it. to use toward

. ,

fleeting its consumption requirements..
.

/
. . .

.. .

-

All recurrent payments regeived brthe household, 'plus' earnings
,,e,, _., -it'd. ,,,-, : 7.-e' I.& id /

.minus WOik epenses, constitute net income. The impu d renal value.of.....-

.1-adowner-occupied home was inclnded in "recurrery payments." Work ex-
.

penses allowed in March 1970 included'involuntary deductions--social, .

security, withholding tax, and the'like,-pius a standard Work allowance

of up.to $25 p month= -(the amount proratedby the number of days worked),

'plus tither work-rel utlaY,s. The 'othee 'category forwdrk expenses

was quite elaborate, including transpostation'(at
4c per-mile), tools and,

licenses, job-q)elated.educational and training expenses, :child care, and

even telephone service if the recipient could make a convincingcase that

1

-
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41"

a telephone was needed in connection with employment. These items were
et4,

permissive, not mandatory. 6nsiderable discretion'was allowed case-
4

workers, in assessment,of actual votk expenses.

.-

.L. 0

I '
a*

.: In 1970, a family could not becOme eligible for welfare Payments
.A . . %.. . ..

if it .possessed real prope'rty.with an assessed value of.$5,000 after'He-
.

. ,

duction of alicumbrances., The'state requiredecipients to utilize all, .

real estate ofher4thanhofnes "to provide fqr the needs of the child or

his parents or both. " - In addition to the liMitation on real esate,'a
,

.

farial could not haye personal property with value in excess of $600 un-

less it could tie demonstrated that such property' was essential to its

".:plan"' for achieving self-support Hence, it might be possible to keep
I

a truck it it could be shown that, by using the truck, the.family might

.
eventually earn enough to leave welfare. Th $600 limitation did not

P"
apply to household furnishings.

In general; nonrecurring lump-sum payments (divorce settlements,

inheritances, Irish Sweepstakes payments,,etcl.) Are4ignOred,in assessing
.

.
,4,income unless they increased assets above the'maximum permitted levels de-

.

4

4

scribed, below. This situation, could be avoided,' howeirer, by applying such

money to tjie purchase of household furnishings or other assets .not included

in the state regulations in the evaluation of wealth. A

Neither,-the income or property treatment described in the state's

welfare regulations changed significantly during the ten years considered
± ,

q, 4 .

here. However, inflation has made the property limitgtions much more signifi-
, l,

cant now than was the ease at the beginning of the period becausw.the dollar
. = . .

. ,(amounts permitted by the:regulations'haVe of changed. A reasOnable Conjecture
1

± .,

193
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.

,is that this decline in the real value of.assets permitted welfare recip-'. I

. i

ients has reducedthe number of families eligible or. assistance. No

s,

-185-

t

. .

hard data exist to confirm this hypothesis or to permit assessment o h

extent of the constraint

, -

In practice income or property treatment may have changed consider=

due to. variations in the intensity of regulation application. The

regulations in effect call for a detailed inventory of personal possessions

e

.abd work expenses. ,Caseworkers and eligibility technicians could make the

zc,

standards generous by choosthgto de-emphasiie the assets restrictions, to
t

. - A
augment estimated "need f applicant familieS'by identifying as many

special requirementi as.possible,and 'to seek out for working recipients all,

permitted.wOric-related expehses,e The:same standards couldbe rendered miser=

iyby caseworkers and eligibility. tectini.cians who rigorously applied the
.

. .

assets reductions,' ignored special needs, and faildd to mention to working
. e

recipients the desirability of reporting all work- related expenses.
'

As I describe later, there is some reason to believe that.like "spe-

cial needs," work expenses were treated more generously by caseworkers and

eligibility technicians before October 101 (the date Of implementation of

the California Welfare Reform Act) than was thecase,afterward, This ch

ma.

may have significantly constrained the number of AFDC eligible famili s in

".,

the county.

'The discretion granted Caseworkers was a poutce de in uity in.treat-

meet" of recipients. 'secon'd factOr creating such,inequit restlted inm

the AFDC monthly accounting convention. Because resout es ere measured o

some families with erratic or Teas al income recive

/ t

V -

,
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c
benefits f or cart of the year even though should their total incomes

have accrued eveniTover twelve months their resources -would preclude
, . o

eligibility. Thia means the system favors those with variable incomes

over-those with study incomes thattcuMulate to the same'annual,total.

In, 1970 ,a teachei.In the. Oakland school system applied for and received

.
benefits during the'summer-even though her annual income exceeded

, . . . .
. .

r /

.

.

$10,000.
7

This cause ,celebre and'related cases resulted in speqial 1.egis-:
..

.- 2.
, ,,,-,.. .

lation precluding benefit's in nonworking mpnths for persons working eight

.

,or more months on an annual contract, but this change affected only a
,,,,>. ,,, .

,sn}a3Z fraction of the variable. income cases.
,,,

E. 'Payments .

Payment Calculation in March, 1970

Payments under the AFDC system are based on both th4 standard,of

need and schedule of maximum payments in which the state would financially

participate'. In all cases these maximum payments are less than the sten-

dardofneed.For example, the maximum payment in March of 1970 for °a.,-
feritale-headed family such as that for which needs are calculated/in table"

1 was $172 (compared to-"needs" of $271). If a male was present the maxi-
-

mum payment increased to '$191, compared to "need" of $327. This differen-

tial madeliving on welfar- e-alone a matter of bare subqistence. It'also
--1

increased employment incentives and created a wide range of-income con-

sistent with retention of welfare eligibility for, families once such

,sibilitya was establiphed.
',.

Thin- effect is best understood in _context ot.a discussion of
.- .0

ea lLidatioa of benefits kir families with outside earnings an' d/ot inco,me.
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In these examples I will concentrate on the three - person, female- headed

family introduced in table 1. For families in the AFDC-U program the

pa)*men4 calCulation procedure-is-the same, but payments calculated for

each hypothesized earnings%change;arepredicated on the assumption that

the unemployed member of the household continues to work less than'152

hours per month and is able,to satisfy the county welfare department that

he oeshelks rooking for, but cannot find', more.,

If the woman takes a job, the calculatiOn of her-grant is depen-

t

,ant on the amount of her work expenses and her Fbr simplicity

t

I assume that withholding taxes pi-us mandatory social security payments

ar4nt to some constant fraction of gross pa ,L. Let t , X , E
w

t -

pct
and M denote the vwithholding'rate," work expenses, gross earnings,

.,..

need, and maximum payment, respectively; this and other notation to be
;

,A -

used in the payment examples, is summarized in table 2 below. Using this

procedure calculation of paYments took placein steps:
,, ..

"' :4' 0

(1) Snbtract'from net earnings [E(1-t )] work exOnses: 11 AN ,
w I,'

oo

described,earlier, work expenses inclaedifOr full-time \,,,.-

N,

workers $25-plus other costs attrillUta;E'employment,
. t ,' -,.

. .

.;
-- '' ;ir' ,

including child care. .

-)-. , .'

(2) Subtract from the result:in step 1$30 plus r/4ofthe
.

. .

, (positive) difference betweem$40 and 1/4:of gross inedtp.

-. .
.

, .

(3) If the result Of step 2, is negativignolie earnings'alfb-r,

0 .

gether in giant calculation. If'positive;,add'the result
.

, , 1
c

to other outside income received by tiii family (denoted
.

, : h

W. This sum.s.conntablo income : !,
0

...4' ..

0

6 .

_ 4
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4).

(4) If countable incode'is less than or equal to the differ-

ence
.

between family need and maximum payment, no reductiOn

in the welfare grant Occurs. Thus

,

4

N - M >E(1-t ),- X - $30 - (1/3) (E-$30) + I . 1)
w w

/

(5) If ,countable income exceeds.the.difference between maximum

. aid and needs, the paymeht, is reduced,a ddllar foreach\
,

.

dogar of countable income over the gap.
.

his

) . .

M max[Countable Income - (N-M), 01,

1

/.

e)(11

f
= m - E(1-tw) - Xw -.$30 = (1/3) (E-$30) + 1 .(14--M)1 '(2)

,

if countable income > (N-10. Rearranging, (2.) implies .' 1

, .
10

'.
0 !

I

,
. :6

. P =41 - hOl-t -.33) +x: + $ 20 - I (3) ,''wF ,,,, .

% .

4

,..

'4) If in is < 0 , welfare eligibility is lose.
,

.

6 it .
___ i:

The procedure Outlined above has a number *pf important featuTesr .

i ..-

_ , .
.

... . , 41
( Oz1) e- "marginal tax rate" on earnings is zero over a pub'span-

b

1'

/4/ range. Denoting-the level of gross earnings at which paytenis begin

.; 1

to'dhange With increases in earnings as E* , solutionof expression (1):
..::.

-c-"N '
-,- , .

'for. /this E value thastablished the equaWy-indicated.
..

-

. . - .
*.

- .

:, . ..

'

7 . 'Th .. 1 I
. --

w .

- 33' °)
E* =

w, ". " ':'..:
iii;

,
.

;'
" s

1
. '.

. .. -'

,° For siiplicity:I`assume tha mandatory taxes 'and social security payments

amount to'dbpu ois,earnings, -work expenses are $50 per month

itid rho onisidaincome_is received. Under.
A

-.

riant

.1
-
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these assumptions E* = $304.20 : If in 1970 the woman-used here as an
ceb

example earned a'gross income rof $.25 per hour, she-could work over.135

hour's a monthp.befiore_losing any partioil of her welfare payment. NoteA

tthat fhe greater tike gap belween needs. and maximum Rayment, the greater
......

/'
,,,,-Ik

.the range.ti earnings over which no benefits loss occurs,
.. 3 .

-* (2) The amoUnt of earnings"requived for loss of eligibility'
/ 1 \

was about equalsto the average hourly earnings of most Private sector
\:

emp:loyees: Retaining the, assumptions intxoduced above, expression, (3)*

can be 'soivedfor E** , the gross earpillgs level at
, which payments be-

'--

c4 oth% zero and eligibility is lost. This is

ft

4

I X $20 '

w.E**
1 - t .33

w A
Fc4 our example ('as'suming = 0), E** = $613.80 . Full-time employment

(5)

with no overtime amodhts to at most 173 hours (Per marth,

.

Un der the most
s. .

. .

Severe'dtsumptions the woman in my example would have:to gross $3.55 per
.,, i

' hour to lose eligibility. .A. woman considering a full-time job at $2.25
:...

, L , .
.

per hour would have09nder our assumption) a take-home pay of about.$.34,6._
,

Since ,$304.20(E*) < $346(E) < $613.80(E**)
,
, she Auld cOptipde to .re-

ON.

t '

't 4

ceive benefits of (from (3)) $148.78', a reductiohof $23.22 from benefit

levels with no earnings at 'all. :Considered as a. proportion of her take-

, ,

ihome.paysminus work expenses ($296), this amounts to only about an per--
. ,

cent average to rate.

) (3) Work expenses and aged estimates have a leverage. effect on

...
. .

the gross ' earnings "tax poirie'l and the cutoff value E**. Exery dol-.

far of allbwable Work expenses or estimated need,,,moved Et and E** by
TT-Th

, f

1 9-8

Na.
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v

01

more than a dollar: in. this example the shift is by $1.80. Jlence, if,

child care costs increase wdrkexpenses from $0 to $100 for,my example

female household 'bead, both'critical values would go up by'$90. The

wqa expenses-needs le
)17

er gave local caseworkers and welfare administra-

tors itnportant discretionary power over effective welfare tax rates. To.
. L

the extent caseworkers.or client organizations sought out allowable de-
.

.: .

ductions-or special needs for working recipients, the AFDC "tax rate" de=

-, .k.
. ''. ,

c,linde. If casewockers resisted 'consideration of such expenses, the ef-
.

.

.

lifecrive tax rate increased. Changes in administAtive leniency in work

expense evaluation could over time have effects on work incentives of i

, .

-
.

magnitude comparable to those installed by Congre0:through statutory change.

:

, 11 ,\i'\, , ( , .
, e

. 7
,. ,"

# \r:

....' (4) .0enefits are available to families on werfare even after
r .

_
earnings rise to levels which would preclude eligibility on intake.

. .

. ..

This observatj.on is hardly originl, but it is usefilly reviewed. Broad1.51,

speaking, a family was eligible for aid in 'California in March of .1970 if

income net of involuntary, dectucZloris*And work expenses was less than the

standard of need, f.e.,

N > E(1-t ) -X +I
w w

9 .

The eligibility threshold stated in terms of gross earnings is therefore

(6)

t N + X - I
NE =

1 t
. .w

. . -199.1 9 9.

, ,

. 4-

(7)

1

1
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.

.If E.,>.E , the household is eligible to enter the syStem: Once on wel--

.fare, howeirer, warnings. must rise to E** (see expreSsion (94 which is
e

//' . .--t , I.
always-greater than the threshsld.. The difference isisubstantial.''In

.

, , ' f ,<--
.- ..,-

our example,. )E is (with no, outside income) $383.6; as indicated
,

.

, , ,

earlier E** Ts $613.80.-/A woman-Wft, h earnings of $2e00 per month w6ill&
, .

be ineligible for,welfare. 11;; , shehadizncresed her earnings

to $,400 after having,attaindeligibility on the ba4S of earnings ofA ,//,Pfi iiii? /s H/ 1 1

.
-$375, she could collect a monthly welfare payment of 4118.78. //

-191-

The consequencel this feature is that the eligible population,
/

. -
is in pa ?t determined by theinumber-of families which have achieved

( _-
fare eligibility in the past. Potentially, every family with gross

earni 0-'less than E** could achieve eligibility at some time by

allowing earnings to fell to E and them Working up.to the previous

level

Changes in Payment Calculation Procedures

The peLedures for computing Welfare,p'aYments changed substan-\
1

tially at severlwints during the past ten years. I have summarized

the changes algebraically-in table 2. AS is evident 4,n the table, the

- period may be divided into four calculation phases;

*.
(1) Prior to July 1, 1068';' During this period no work incentive

payment methods wereti n'effect. In theory, all returns from work over
Nr.-

and above mandatory deductions reduced welfare payments by an equal amount

once the difference between "need" and maximum aid had been covered.

4This difference was.not substantial at this time.''Por a:female-headed
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- TABLE 2

CALCULAT'ION OF PAYMCNTS ONDB* CALIFORNIA AFDCa F

Time Period
Maximum Gross Earnings

for EligibiUSZLarSDSSSailtS_PS

(N + X
w

- I) I .

E* Gross Earnings at Which Tax

'rye__

(N - H + X - I)
. w

**

E

**
E

ff.

(N +,X - I) -/..

1/1/65-7/1/68
. . t(1 -

w)
If E < E* , P = le

.
(1 - t )

w
.

.

.

=
(1 - t

.
_)

7/1/68-2/1/70 .

--1---

.

.

.

(

(N + i - I
... . w .. (N I H + .67(X

w
+. $30). - I **

E

If

- I + .67(X
w
+ $30)

-
.

- (1.- c-).-
. w

*
If E<E 'P .M

.

e .

...,

. -(1 - tj ).67

* **
If E < E.< E ,

P . N - ..67E(1 - t )
i. )2 . w

,/
4- + $30)

.-
I

.e [E(1" - t)>`$,3(t] '

.

.

.

.
.(1 t X.67

**
E>E , P.O.

. I

. .
. .
.

.

2/1/70-10/1/711

.

.

IN +' X -I)
...

w .-

.

1(N - H - I + X +$20) **
E

If

N'- I + X
w

+ $20

(1 - tw)

t
*

If .E < E P . ,M
,

/

ft

.
. (1 - tw -, .33)

* *; .

If E -.< E < *F. , .

. N - E(1- t.- .33)

A
1. ($20 + X

w)
L I'

if jE(1 - tw) ? $30]

.
(1 - tw -..33)

od, 1

E > E , .P 0

.

4 , ,

10 /1 /71- present`

/%

. ,

(N + X
w

- I)

,

X
w

+ $20 - t
1!

.
.

**
E

If
...

.

&

m -- 1 + x
v

+ $20

(1 - tw)

*
If E. < E , P =M

.

.

-
_. ..

.
(1 . /tw - .33)

,

* **
If E < E < R ,

H - E(1 - t - .33)
w
- ,

+ ($20 +.X) - I
.

if jg(1-- t ,) > $30]

(1 - tw .33)

**
E> E , , P . 0 ,

).

, ii..,.,

,c.-.

ngotation is summarized on next page.

0

vv.

J I
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CALCULATION"OF PAYMENTS UNDER CALIFORNIA AFDC

S

<Notation: .

f .

. .

t = Grose, earnings
. ..

. 1 , /t ..

7,

, . .

I E Other Income. (e.g.,,alimony, 'etc.)
..

,
,

. .

4s ,, #

X"' E Work expenses ,

w . .
' .

N r Minimum basic standa,rd'ot adequate care (needs)

M E Maximum aid standard

P Welfare payment it

.1

,

4e,

Proportion of wages withheld for social!. urity, income taxes

r

- * 4 (11-' --
E E Gross. earnings, at which welfare tax rate becomes positive,

i.e., for E.> E* paymentsedecline as earnibgs.increaie

** - 4

. E E Gross evniligs at which payment's fall to` zero

E
,

E
l'

Maximum gi gass earnings forpeogram eligibility
. . i . .

0.
I

20,3

4
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family. with; i,wpshildren, "need" was $181 per month in.July 01,1.9.67
4,-w.s1.4

maximum aid was.$172. -In practice; caseworkers baye enhanced work,
"1.

.

incentives throtigh"liberak treatment Of work expenses:

a) July'1, 1968Ita February 1, 1970. For over wear following

impleientation of4the provisions of the Social Security Amendments of

196.7, California misinterpreted the work incentive provisions included in

the law. Tbe.state directed counties to,:apply the '$30 and 1'/3" dtsre-
.

gardto earnings net of mandatory Nuctions rathet,- than to gross earn- 1

, 44,4_t
. t 4 iq.

4 .

ings. The ,effect, of this'.approach when compared at described
I.

earnings.
..4

earlier is inconsequential for the-welfare'"tax on

nique did lower E* and E** , bOwever. 'Unlike the procedure described

The it ecli-

the'llrhod used during Itihisperiod replaced 2/3 of each,dollar

of work expense, not all casts. This may have/rieated some inont
.- *

. ..,' 1,

toward economization on these expenses by recipients or perhaps exagota-
- 4

°/:\ 4,

/H (3).1/,F4rUiary 1, 1970,to Octobeil i,, 2-971. 'The iiroceduroe.ini- .

tion of them by caseworkers.

ti ally employed for incorporating tbe,$30 and A/3 incentive in paymeni,a9

,
alcdlation was ruled invalid inilitigatik!ancr-ini,February 1970 the

`sate shifted to the procedureidescribedeariler. The,effectcegbe
,..

1

r' - , 7 44 '' Ite
shift wis to expand the range of earnings consistent with conanned-wel-

-,

1
.

fare eligibility,

'' California did not change its maximum aid standard from,the

ea ;ly 1960's to June 1, 1971. Because of adjustment for liVing costs,'
. /

however, the'needsfstandard rose steadily during this period. For the '

-
7 ' ''. '01':

faintly-of-three used in table 1 the 'change was from $167.25 to $2'71. This,

.4$

20 1:'

4,
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,

plus tie soptantayment level increased the attractiveness of working

rather than relying only ,,on a benefit ch6ck for et;bsisfince. As the for-

mula, for E* in table 2 indicates increase` in need.ceteris,parlibus has

a multiple effect on the range-of earnings for which no benefit reduction

-195-

s.=.14

experienced Thismeant.thaf E* and E** went, up at a faster rate
' t

,October 1,19:71 to the present. In October of 1971 the
7

"Caljefornia legtslaiiire altered the treatment of earnings under AFDC in

-bhan,,did the cost of living..

. 1.
substantial w y with two relatively simple amendnients to existing

\\

.state law. The first raised .the maximum -aili---.payment to the point at

which maximum aid plusthe-bonds value of food stamps avroximated7what

had been the ne standard in the past. The combination was henceforth

called the "Max mum Ba Standard of Adequate Care" and became the.

needs standard fo eligibility. A standard MBSAC was published eor the

entire state.. While in some counties the new state standard waqpihigher

. _
,the ones that had been Previously used, in Alameda County.it brought,than

a minor reduction in need estimates. Second, the legislature, altered

the calculati6n.of payments' so that the recipient noeligible for the
y o'

basic grant ieceived the difference between maximum aid and countable
. .

income rather-than the difference between need and countable incomeas
,2111r7

;. v.
had been the case, before. The Combined effect of these changes was to

raise substaneially the maximum gid amounts paid under AFDC but to Te-

duce the amount of payments made to workin recipients.

To illustrate the effect on work incentives of changes in the

grant computation procedure brought aboutby the CWRA, I have plotted

in figure gross receipts agaitige gross earnings under the,three com-,' , 4
. r ,

putation schemesthat have been .used since 3uly'l, 1968. Again I have
A

le
205
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Gross

s Earnings
Plus

Benefits.
. a

600.

.:500

400

300

200'

.4. 4. 44. 1100

0

\\..\.'

1.

FIGURE' 1

.THE RELATION BETWEEN GROSS INCOME.ANDZARNINGS
UNDER ALTERNATIVE GRANT COMPUTATIONtCHEME,

/

'

.0°

I

/.

I
e

I

*,

Gross Earnings
Maximum For
Achieiring Initial-

Eligibility:

Pre 10/1/71
Post 10/1/71

100 00 300 400 .500 600

.

Monthly Gross
Earnings.

. . .....

.'

..,

, ,,Line, 1 ,is total recelp ng calculation technique in use 7/1/68-2/1/70. -

Vine 2 is-total receipts using calculatiqretechnique in use 2/1/70-10/1/71.

Line 3 is.pol-CWRA calculatibn.
*

NOTE: This illustration is drawn on the basis of the data and pro-
cgdares given in the text. Lines.1 and 2 are drawn usin-g the need and
maxithum aid amounts appropriate 3/1/70; line 3 employs 'need- and maximum

did. standards ostablished by the Calliornia Welfargeloym,Act.
- ,

of "
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used'the example female-headed family described in table 1. No outside

1;

0

;p

-income is assumed, work expenses are a flat $50, and mandatory,deductruns

are a constant 1/9 of gross earnings.

Lines .(1) and (2) represent gross,recefots from work and welfare

when beeefitsAre calculated using, respectively, the method-employed

immediately prior and immediately following Tebruait 1, 1970. As indi-

cated, 06-shift to calculation of the disregard, on the basis of gross

earnings raised both E* and E**. , but. over a wide range of earnings.

benefits under the two system were the same,

Line (3) combines earnings with benefits calculated using the
... .

technique introdu ced by the CWRA and the new, ne and,,,maxiinnim-kti-dti-staneW\i'l-io--" -4:

A

-..tdards. The effect II already described: benefits iticrease.etbstantially
o

for those Without earnings or Who earn little, the breakeven,point is

4,7

substantially reduced, and the earnings level at which the effective-tax
ci ti; vo

rate on earnings of recipients rises above zerb drops from $304.20 to $126.
i

The CWRA 4duced the number of famgiesiutentially e/igible for" /!'
A

-assistance in Alameda Coy by lowering the "breakeve&' pointthe maxi-

mum amount of earnings or'othe r income which families on welfare could '1

achieve and receive welfare benefits. The actual effect on the caseload

of these changes was largely dependent on the indirect effect of change

in thg rate of case termination brought about by flik'Act. Thg CWRA influ-

enced the termination rate in, two. First, by raising the welfart pay-

menpeevel the act,thOugh an 4income'effect," may havd'lowered the termin--
.:

.. , . ,
, .

ation rate by making staying on welfare more Worth the hassle. The increase

.in benefits vas permanent; the legislature Oded'a cost-of-lving adjustmentbenefits

207
r

ta.



proCedure to the state. statutes which has brought about ,a steady upward
. i.

climb in benefits paid with't,e price level since 1971. Second, lower-
- -

ing,the earnings "breakeven" point fOr eligibility may have" increased the

-

termination rate by raising the-likelihood that earnings or other income

change could bring about loss of A-prior there is,no way

guess which effect will predominate.

The CWRA eliminated faMily need:as a factor to determinates of the

welfare payments "breakeven" point. The consequence of this was that no

1 longer could c seworkers or eligibility technicians affect the average wel-
/

by identification of special needs of welfare recipients.fare "tax ra I I

;''Special needs- now affected ,only eligibility determination, and as.I have

discussed elsewhere, the useof special needs in eligibility determination.

was substantially constrained.by both regulation change'and financial in -k

centives.

F. Summary

r

The object of this paper is to describe changes in the character-.

istics of families on welfare in Alameda County in the lfist decade. In-

this section I have emphasized three hings:

(1)- The basic "needs" standard for eligiblity and procedures for

resource assessme4t lial.re not changed. Since assets restrictions are de-.,
fined in nominal terms andhave undergone little change; inflatidn reduces:

/the real values Of,Alaets which recipients are Permitted to have. Infla-

tipn the last half of the 4p#Ade has probably increased the significance

of the assets restrittienA in reducing the number of families eligible for

assistance. I conclude that changes in the caseload brought about by,new

..

208

V



-199=

accessions over the last decade are not the result of extension of welfare
A

sthrough,regulation change to families more affluent onintake.

(2) The unemployment criterion used for the AFDC-U program be-

came progreSsively more restrictive over the-period.

(3) Between 1968 and 1971 the amount of earnings and other income

which families could have and continue to receive payments steadily increased.

It!is possible that changes in caseload composition reflect, in addition to,%
characteristics of new families,, the increasing' retention of families, which

earlier would have, becatise of their income, left she rolls. In October 1971 r
A14

e °4 mthe amount of\,'earnings and other income which families could_have and contin- r

9
ue to receive payments was reduced, This,, too, may have affected the'case-

.

(4) Caseworkers possessed considerable discretion throUghout this

period .in evaluation of work expenses and, especially Afore October 1971,

in identification of "special needs"heyoadthose requipements specifically,

inclii4ed *in the standard of adequate income used
forieligiblity,determination:

44.4't ,

fModest changes in allowed work expenses and frequency of need citation could
,

have significant consequences for.work incenif ives and eligibility determina-
e ;

the'ti <- As a result many of the consequences of the rdtulation changes worked

out analytically above could have.been altered in practice by changes jia

need assessment or work expense calculation

was the case isan empirical issue.

4f

.

r
6

procedures. Whether or not this

;./4
'
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II. The Caseload, the Sample, and the Numb4r

of Families Receiving Assistance

°

To investigate the effects of the changes outlined above and to

find oue more about families on welfare, Frank Levy and I have conducted

a pseudo=longitudinal sample of welfare recipiehs in a major urban

California population center, Alameda County. Befor4 lescribIng the
.7>

sample,,it is worthwhile to say,a few things about Oecounty, its wel-
'0

fare department, and,its caseload.

A. The Sampled Population: The AFDC Program in Alameda Couriy

In 1970, Alameda Coi*tY had slightly more than one million in-

habitants, a third of whom lived in Oakland, its largest.city. Eighty

Percent of Alameda County's population in that year was white, but

since most blacks lived in Oakland,'whites constituted about 50 percnt

'of that city's population. Since the '?white" figures in the census in-

elude may (but not all).Chicanos,,a goodl guess is) thai about half,Ehe
1

city's population in 1970 considered them elves to be members of minority
, .

groups. About tl percent of Alameda County's AFDC recipients lived in

Oakland in that year.

Oakland has most of^the ills that beset the nation's older ur-i
ban areas: a steadily declining central usiness district, a substantial

rate of exodus of white residents, and a rowing population of poor non-

whites. Serious as they are, however, t

the same''Aaer of magnitude as 'Aye thOse

city's problems are not of

older cities on the east

coast') The county includ6s important andl relatively affluent suburbs

2.0
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s4Ch *as Hayward, Fremont,' and Berkeley and,.consequently, does not °per-
.

oper-

ate under the same °fiscal constraints e its major city. 'The AFDC pro-

gram te operated th4ough the county-g v hment lihder the direction of

0 -

manag entAPpointed by .the County 2berd\of 'Supervisors.

.-
' Los Angeles County accounted for he major portion of California's

.AFDC caselopd throughout the period covered\in this study. In sheer num-

..

bers, the Los Angeles prOgram dwarfs that of'Alameda, even though, as of

.

March 1970 ;'the latter had the second largest caseload in the state.
.10

Despite the relativel'Y lesser numerical importance of its caseload, the

evidence suggests that Alameda County's experi= ces have been siailar to

those of other California u n general, both Alameda and Los

,Angeles county cateloade have moved together and in e manner similar, to

thOse in the four othei-
.

rban.California counties.

As tl ure 2 shows,`th= California caseload grew more rapidly thad
,,

did AFDC in e nation as a whol- at first' and then led the nation in the
- .

slowdown that cfollowed in 1971-1 7 . 'As discussed elsewhere, at least-
three reasons have-heen advanced for the difference between California's

experience and hat of the rest of the nation.
8

First, Barbara Boland's

work suggests th t California reached the point of "poolexhaustion"--the

point at which all eligibles.haa come pi:Ito:the rolls--.-ahead of most other

states and this lel to the early slowing of caseload growth. Second,

California's casel d has.a higher proportion of unemployed-parentcases

thin dogs the nation as a4hole and, as a result, its caseload responded

more rapidly to the e4nployment recovery following the 1970-1971 recession
.

-4-

than did the welfare rolls in the restof the country. The recovery

.
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4iidelf seems tp have; occurred earlier in California. FinallyCalifornia
.

0-introduced a series,pf administrative changeym AFDC operation through e.

the California Welfare Refgrm Act of 1971.,, and these are credited with

at. least some of" the reductqbd in'the caseload after that year. Asls,
.

-v
also indicated by figure 2, the caseload,growth'turnargund occurred,q

'.0 ;=;

ea -4anteda Minty than in:thg,rest Of the state and well before
.-4"

0.- A.y
,, -, r ,tie dyenl:z4 .the MA. , .

.

,,

.
a R' .

!
-0c
:iah ,for Alameda County in figure 2 combines the ,U and FG ,, l':A.,. ,.,-0..,-..., -

,

---. '7-',-)':_i,-'
t_ 4seiA AO.:aaenteveals little about the fluctuation in accession and . ,.

i -

tervii44
't

Cis: that produced these changes. To provide a better---.:3,'4' 1g-

,,d view of theae factors by, type, I have4lotted the caseload, o

0

figures- fOr the 'FG anALIFTrograms separately in figures 3 and 4.

Considering first figure 3, the dominant impression from the

FG case 'Statistics is'omething akin to exponential growth over the

.
.

first five years ofithe period, followed by a slight xeduction in the
.

size of the caseload-in,1971-1972,-%and.not much at all for the

remainder of the'period. I have marked the points at wh h the three

key changes pin paymenCprocedures occurred. My impression from the
,,,'0 ;

I

. o

chart is that the slope, of the caselhad line increased slightly p .
0- .

in July of 1968 and February of-1970; and 41.t_.is,.ohvipudiv'that the CWRAAgas
,

,
... ..,'.,

.,.associated with a reducti n in late 1971. However,'the most dramati
.L.

change, the reversal o caseload growth rates that began in late 1970,.

is not associatedrmith changes in payment'Procedures,benefita, or other/.
. *

4

1. V

po/idy shifts. Recall that all of the growth that occurred between 1966
)

and 1971 took place withoqx a change in b.4sic benefits pate'or the

:0

A

o

4 .
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../

eligibility:stAtrd; the real value of the maximum payment available-U:3

dependent families through the system was declining steadily throughout

this period.'
1

a

From figure 4 it is obviops that the U caseload is more volatile /

than that for the FG program,' alt4ough, the overall pattern of growth to

197,*followed, by a decline, is similar. 1970 wasa year of remarkable

expansion--the Caseload doubledwithin 'twelve months. After 19,70, both
,

3
programs stopped growing, but the turnaround on U led.that for FG. As

one might expect, there is a substantial seasonal 'pattern in the U case-
'

load. March is not a good month for'jOb finding in Alameda County, and

the consequence for the 0 caseload is apparent in the figure. Fail,

k.rt
the height of the tadning season, offers many more jobs. If age
in the caseload has occurred at a result of variation in the hours-

worked rule for definini: eligibility' under the U program, it has, appae-
s

ently been swamped by other factors. These changes and the inflation-

induced tightening of assets standards for eligibility already des8ribed

may account for the steady downward trey in the program's size. This

_reduction after 1971 is associated with a decline in seasonal variation.

, 01 The basic influence on the caseload throughout this period has

been the flow of applications. '4 figure 5, quarterlifigures for apPllrAr

Cations are plotted for'both programs. The turnaround :fin - growth of" the

'caseload_was preceded by a sutiatantkal reductionAn the flow orapplica-
0

tionsor both programs. Data developed elsehere suggest that this was

.e-

\

O
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. ,.
.orthe FG program largely the result of exhaustion.of the pool of eligibles. .: A . 1

#
.

t .t . .-.For
a

the U program the turnaround seems more closely associated with labk.

*market changes. . .

t

0In March 1970, the, census counted only 21,639 female-headed fami-,P
As .

lies in the colnity. The FG caseload by the end of that year hadreached

%. almost 24,000. Part of the diifefence can bexplained by the fact that

a small proportion of.AFDC-FG families include disabled men, and 0

some involve only children living with relatives. AiSo, many potential

AFDC-E6 cases -- mother - children family units-41ive-with other relatives

or in other circumstances that cause them ?. be-missed by census criteria.

Cynthia Rence and I have conducted a search of the censA for all poten-

tiallYAPM family units regardless,of living arrangements. We
,

'located over439,000 Such familic4including twoparent families with

.

d
one parent disabled

%9
However, we estimate that only Z0,500' of these

.,.
units satisfied the AFDC financial eligibilfty tests. The larger num-*4 .,1,

.
4

,bef leached by-the caseloadrin'the year followini0 census, probably

reflects the presence on the rolls of families which, because of the

earnings disregard proCedure, remained on assistaice even after incomes
. .

,.

were achieved which would have caused them to.be ,screened opt by our/r
a.

procedure.
I

These results confirm that short of. a tremendous Upsurge in

r.

-0

illegitimacy or divoce...rates, it would have been. impopsible to sustain,

in 1971, the rate of growth experienced in 1970. The unemployment rate

for the SMSA as a whole did not begin to fall'until mid-1972. Theact

that the U caseload growth reversed earlier -in Decelber 1971,-is. at
.

least partly attributable to the Conclusion of a major strike against'

2

1
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"..4.4eft

General Motors that began in Sep ember and ended in December. Many strikers

were etrgible for benefits under*AFDC-U and promptly. applied. Temporary

layoffs among secondary G.M. suppliers
iw

There are a number

cations that oCCtried for

,pansion was the result Of

also-contributed'td-fhelr caseload.

of local factors influencing-the flood of appli-

11

both programs' in 1970: Some portion,of the ex-

recruitment by recipient-oriented groups such as

the 'Alameda County Legal Aid Society; part Was-4pparentry brought shout-

by active solicitation of applications by caseworkers., This, plus a

series of Telations concerning welfare "fraud "brought the welfare sys-

tem to the attention .of the Oakland Tribune, 'at' kapOrtant polit4al force

in the county. The Tribune began a.spries-of articles and news reports

in May 1970; in which lax administration in, the welfare department, the

10 ,

efforts of, the Legal Aid Society, and "legal fragd" were emphasised.

_The - initial ;impact of the articles Was,-to_raise both _public indignation

and the number of applications for welfare. the "public olitcry" esca-
r-. --,

-

lated and was encouraged by the governor. It eventually Culminated in

the passage of .the alifornia Welfare Reform Act in the fall of'the

ins year despite t e feeble protestations of a state legislature controlled

by Democrats.

n
The intensity of the publicity probably had some negative

effect on the willingness pf otherwise eligible families to apply for assis-

tance. However, apparently the publicity also served ta'attr act new appli-

o
. .0 0,, r

i

cants. Public indignation was further stimulated by the discovery that bene-

were available to strikers in theG.M.-labor dispite.

Many of the horror stories of "Ngal fraud'" on welfare published.

the Tribune were the natural result of the /payment formula then in effect.

4:1
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ThelikCould have been readily predicted in agrance by anyone'who'had seen

table 2! AlamedaTounty, like other counties in the state, found that the ,s4

°

$30 and one-third deduction andthe leverage effect of work expenses on

4 : the welfare breakeven point made it possible for families wifh large gross

7-incomes to receive benefits. The Tribune-managed to find gne family enjoy-.

ing benefits and $1,400 per month tn earnings, Likewise, the monthly ac-..

counting scheme cVgted a number of bizarre cases, including that of the

destitute school 'teacher already mentioned.

In response to pressure from the Tribune and the g ypcnor's cru-

sade, the county clearly "tightened up" the process of. application

'acceptance. Resources of applicants were checked much more carefully.

r

As'a result of change in Federal law/thewOrocess of eligibility determina-

tion was taken out,of the hands of caseworkers - -who, tended todview themselves

-
more as advocates of Ine

,,,,,,,

applicants than as defenders of the county's

'solvency--and into the hands of eligibility techniciaps who would be-
likely to apply the rules more rigorously.

_Some infoibation on the administrative effect of these factors is
. t

provided by a comparison of_acceptanceiptes on welfare before and after this

period. 'In Figure 6, quarterly acceptance rates for AFDC applicationb.are

plotterrover ae.,. For both the U and FG programs, the proportion of aPhica-

tions accepted declined from an average of approximately 65 percent before

1970 to 45 percent after. This does not appear to have been a temporary

shift, nor is there a formal regulation change, that can account fox it.

The evidence Is th'it it is the reSult of mapagement ejianges and possibly

2.19
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the faCt that, as thepool of eligibles approached exhaustion, people

applying were less likely to meet the program requirements.

Looking bdtk at the flow of applications as chaiged in figure 5,

it is easy to understand why the rigor of application of eligibility

criteria may have declined during 1970, The quarterly flow of applica-

tions doubled between 1969 and 1970. It was'vlrtually impossible to

kgela. up with this flow and to maintain training standards for caseworkers

and eligibility techqicians. The regulations are-far more complicated

than the description presented above suggests, and they are not.learned

in a day. I have generally, been unable to teach them to undergraduates in A

'quarter; however, this information is consistent with several alternative hy-

potheses.

Finally, in'figure 7j have plotted quarterly termination Fates for

both programs. Again, seasonal factors are pronounced in the volatile U

program. Both this'seasonal variation and average termination rates have de-

clines gradually over time. Despite this dee.litie, the U termination ?ate is

much larger itan that for FG. Note that, for both programs, the termination

rate jumped during the quarter in which th'e CWRA was enacted but plummeted-
,"7-,--Y''.-- \ - .4

during the first quarter of 1972% The initial effect of the CWRA may have

been to accelerate the termination of cases that would Lye closed anyway.

This quick tour of the caseload history has raised a great many

questions and answered only a few. Apparently.a number of exogenOus factors

were acting on the caseload during the first six'years of the ten-year period

under discussion. It is not clear what the consequences for caseload corn-

.

position of these charges were.' Despite intensified cOfttern about program
'

t
I

11.
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management in Alameda and other California counties during this period, only

the vaguest information exists.\about what the new people seeking fielfare welre

like, or, for that matter, how,the old caseload.was.composed befort the flood

of new applications dUring 1969-1970:

th-n61,:a firSt step in formullfing hyppftheses about factors influenc-
-

ing change among welfare amilies would seem to be the collection-of data

sTs

about who they are. This is the next tdp1p.

43; The Sample

To find out more about caseload composition and change'oiler this period,

a file of 3,159 Alameda County caselistorOS for the period-1967.-1973 was cre-

ated by sampling the county caseload for eachAar 1967-1972, reading the case

files on selected recipients, and translating the collected information into a

lig.form bre for analysis. Cases selected' were chosen at random from thtise

cases rec iving benefits at various points during this time period. Once se-

lected, infp tion on case characteristics as of the selection date--the P
I ..

,z..-

"sample,mont -was recorded. Then, data on case status in each of four quarters
- ..

subsequent to the sample data w ere accumulated, along with some'information on

case experience through the first quarter of 1974. Thus if a case was selected

from the rolls of May 1967, the "observation" in the data set includes informa

tion on status of people in the faiily at the beginning of that( month and

the following eleven months that &llowed--the "sample year." This is'a 4Pseudo"

longitudinal file, because no case is covered for'the entire peridd.
. !:;,14

The sampling procedure adopted is= a compromise, given the differing'

requirements of the various objectives of the project. A sample to be used for

f

a
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making inferences about the composition of the caseload at a point in

time would ideally be made up of sufficient observations at that point

to permit acceptably reliable inferences about the caseload as a whole.
. ,

But.I also wanted to sample families in many different months to observe

behavior under varyingconomic.conditions. This conflict diminishes

significance as the sample becomes very large, but the expense of data

'

collection made the amassing of a sample of the magnitude re9uired to do

both jobs well out gf the questi6n.

The procedure followed was to read a large eno sample from ,

the 1967, a968, 1970, and 1972 caseloads to permit making some infer-

ences about,.She caseload as a whole, but to spread the sample'over the
411.

,

twelve months of the year rather than to concentrate on any particular

.

c month. The spread utilized reflects seasonal variations in the number.

e °
.,,,.

of families oR welfare. The result of this procedure is a sample which

.

. . ----.\
.

represents average caseload compoSition during the year and, as, a bye=
;".'-3Ve 7' '

... -

..,

?"1,,, ,

product, permits estimates (:;0, the total number of families on, welfare 7

Q /
.: N . , A t4

t f

. at any time during the year. ihiS-Will be'illnstratedlater. To en-

hance the breadth of the sample, oMervations were also collected from
.

.- . ,
the 1969 and 1971 caseload's, but not in a number large enough to permit

Inferences ;bout the caseload as a whole during those years. The AFDC-U

caseload In
s

each "year was oversampled to provide inferences about U
0

-.

cases with the same reliability as those from the FG sample.

Target sample sizes were selected-for each year on therbasis of
to

official caseload figures. My objective was to obtains sample large

enough to provide estimates of proportions.(e.g., proportion og cases
.

with over three children) for which in'no instance would a 95 percent

.222
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confi-dace exceed t .05. Once the sample size was determined on the basis

f this criterion, that number of cases was drawn at random from welfare

departmAnt_payment data to provide the necessary file numbers for case

--_,..- -
location. A number Of minor problems were encountered., Some cases on

A

the rolls were not of interest from a behavioral standpoint, because,

for structural reassns,-,the-_ease status was not likely to be affected

by extern al factors of tnterest in this context: Examples of this type

were cases made up of children being cared for by nonneedy relatives on

behalf-of the county, children in institutions, and-the 1}ke. Some cases

appearing on the payment rolls were not, in-fact, opwi the month for

Whichthey were to be sampled. Finally, some case fil -primarily those

for cases sampled for the early years--had been lost. The number of miss-
-011k

ing cases was small in all samples. In the 1968 Fd sample, for example,

we were unable, to locate 22 out of an initial selection of 312 cases,

4

iand.this_was_ the highest incidence of missing cases in the Overall sample.

`44A7,.7:
we

4 it444

Missing cases re repiaced.

In table 3, the fihal sample size is recorded for each year and

program. 'These cases can be treated as a random sample of families re-

ceiving AFDC in Alameda County in which one or both parents were either

present in the 'household or expected to return - -about 96 percent of all

cases.
11

Since the proportion of cases satisfying our sampling. criteria

In the Alameda County caseload itself must be estimated from our data,
.

only approximate confidence intervals can be calculated for estimates .of
'646.

-proportions to be cited below, but the approximation is very good.

Space does not permita detailed discussion of what welfare files
),

in Alaieda County are like. A-great deal more information was containedbin

_

2 '4, 0
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TABLE 3

ALAMEDA COUNTY WELFARE SAMPLE

Average County

Year Program Caseload Cases Sampled
Number of

1967 FG 10,313

U . 1,394

307

255

1968 FG 12,106 327

U 1,492 270

1969 PG 15,549 190

1,794 197

1970 FG 20,630 347

U, 3,0)2 305

1971 FG 23,355 195

U 3,250 113.

1972 FG .,,_ '22123 342

U 2,546 310

Total FG 17,346 1,7,08

1967-72 U 2,261,. 1,450

Source: Michael` Wiseman, "The Alaineda County Welfare Sample:

Graphs, Tables, and Stories," Department 'of. Economic's

Working Paper No. 80, University of California at'
Berkeley, July 1976, pp. 44-5. (henceforth cited as

"Graphs.")

414".

'2 2 4



-215-

them about case histories and, families on welfare than might haVe been

anticipated. The Alateda County Welfare Department throws away little;

each file wasia complex collection of caseworkers comments, information..

on services received, payment
.

data, police records, gossip, and marginal'__
'-

notes by caseworkers. It was possible to train ,readers to develop from

these fragments a relatively complete case historyie collectedx.data

on factors missed by the mechanistic approach of other welfare surveys.

Needless to say, elaborate precautions were taken to assure that the con-

fidentiality of this information was respected and that no way of can-

necting the collected information with the recipient family' was possioble.,

Following collection, the data were "laundered" by, an extensive

system of checks on internal data consistency, record composition, and

transcription aecuracy. Detailed information on file composition and

informdtion callec

a

. °
d is available frotftthe author.-

12

c

22,)

f
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C. Families Receiving Welfare

The Alameda County Welfare Sample was designed in part to allow

estimation of-the number o£ families altually receiving AFDC payments
,-

during a calendar year. To qualify, for aid, AFDC families must be in

serious need. If the number of families receiving aid during the year

is substantially greater than, the caseload at any point in 'time, this is

evidence that a substantial numberof families,in Alameda County live on

the margin of welfare. For them public assistance provides an important

buffer against common events. Because of the presence of this group,

small changes in eligibility conditions might have important effects on
/

caseload size. If the number of families receiving aid during' the year

is only marginally greater than the largest iionthlyscaseload (it ob-

viously has to be somewhat larger), then the number of near-poor is

.70

perhaps less significant, and modest increases in the
/
generosity of

eligibility standards are less likely to affect the caseload in any sub-
.

. .

stantial way..

Bradley'Schiller has argued that the number of families receiving

welfare nationwide in any, particular year is as much as 50 percent larger

th-in the average monthly AFDC caseload.13 His estimate is based,ori

) analysis of official'figures On 1968 caseload levels, mo thly accessions

to welfare, and an estimate of the numbef Hof families which experience

more than one spell of welfare during each calendai year.-

Schillerks estimation procedure begins with the number of AFDC

cases nationwide at the end -of 1967. To this he added all cases coming onto

the rolls during the following year addi ubtracted an estimate Of the
,'

0

2 26

rt

4
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.4

number of cases which came onto welfare in 1968 after having been on

earlier in the year. His estimate of 'the-number of cases which experience.

42*.
\

More than one period of dependence during the year is derived from an
, x

HEW survey of recipients.

.

Schiller's procedure probably produces an inflated estimate. of the
f

number of families actually receiving ))eneffts;. As both Rydell, etaI.,
1
4/

. -..

and my own experience in AlaMeda County indicate, many of the case

actions that get counted as, accessions to assistance in:the OffiCial statis-

tics do not begin withwircumstance a recipient family themselves
.

would term being "off w$afa-fe." As I will show there is a sur-

prising amount of movement from one program'to another in AFDC that, while

counted in official statistics as simultaneous terminations, and additions

(

to the rolls; does not really constitute \hft addition of a new family to

the, rolls and which would probably not be counted as invoj.ving a period

ad welfare by the recipients soli% through the transition. Also, sgme

4 openings and closings are the result of technical problems related to

4.

t

- - , ..

matters.'
.

,recipient compliance with regulations and similat matters. These factors
.)

,

may produce "closures" whith last for only a week. It is'doubtful that
/

. : ,

recipients would report, this administrative ^churning" when asked to- . i

tell how many times they have been n assistance during the year. In
.

o1

a

1
,

,,,
short

?
the spells that recipients recall'hat-q1ke welfare depati-

ment's and HEW's records show gay beentirely,differeAt t hip':
. ,

-,,

i
.

.

Using refined data-from county files, it is possible td duplicate
o

Schiller's method while adjusting for part of the problems described

dip
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above. I use data for 1972, since as figure 2 indicate;, 1972 was,a year

-/ of more -o-iEless "steady state" condition'S in the Alameda County welfare

system. The computations are odtlined in table-4 below. My estimate

starts, as did Schiller't, with the caseload at the beginning of the .

year .15 To this I add all cases which opened during the year. I sub-

tract from openings total cases added which were termed "restorations"

and "other transfers" by the county welfare department. "Restorations"

are families off for a sufficiently short time to make detailed review

of eligibility unnecessary. In some cases they have been denied aid to

force compliance with departmental regulations. "Other transfers" are

families moving from -one program (say FG) to- the other (U).

TABLE 4

CALCULATION OF TOTAL CASES "ON WELFA IN 1972

Cases open:at beginning of:year 24,732

Cases added during 1972

Minus restorations and intra;*
program transfers

Total'

Monthly Average, cases receiving
assistance

Ratio, total cases open,to monthly
average 1.33 :

My ratio is less than Schiller's estimate of 1.50, yet,I have

13,191

3,162

34,i61

26,056

not adjusted for tile number of families experiencing two or more diStinct,

2 LO 4

r- ,
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welfare spells during the year'. Such adjustment would reduce the ratio

't AVft. SA 4
further.

For 'neither mY -figure or Schiller's do we have a standard of cdmparison.

As L will show below, we are families enter and leave the codnty regularly,

just as do nOnwelfare families. Suppose ft 'Ts pOssibie to calculate the ratio

of all families who live in Alameda County,a("some time during the year to.lthe

average number of Uhits,resident there. How .bigwould the ratio be?, I have no

idea, but I-would hardly be surprised if it was of,the same d9er.of magnitude

as.33. .4/ t ON

Dirpct estimation of the number of families On assistance at some

time during the year from,the sample permits explicit

families
;

on assistance more than mil time. The metho

explained through an example. Suppose the average annual cased is

adj stment for

employ is beSt
. .>//

7
made-up of*100 households, and the households are evenly 414Ied between

two types. Type one households sty on we -for pteciselyone-half

year, from January to'June"or from July to December. Type two households

are on all year.' Under these circumstances any cross-section sample will shoW

the 50-50 division of the caseload between families of each type. Howeier,

cou maintained from 5iii;ning to the end of the year will reveal that in

fact-150 families received welfare, and twolthirds of them we e of type two.

a

An estimate of total families on under,this ircuffistance is e$from cross-
,

section data.by multiplying the share of-t verage.caseloadiaccounted for by

the group by the inverseof the proportionlofl the 'year m mbers of the group:.

. are on welfare and then summing the estimifte for all groups.

households this is 50 x 1.1/2 = 100; for type two households

ZIP

229

-For type ()tie

:he corresponding
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number is 50 x 1/1 = 50. Summing the two provides the final estimate of

the total nuTber of families on assistance during the year -150.

4

'MCC that the "cross-section ddta" referred to in the preceding

paragraph will be hard to come by,'since they must provide a reliable

representation of average caseload composition and include data for. each

case on number of periods of assistance during the calendar year..

In the A .meda County Welfare Sample, data:mere recorded for

the total mon s,on welfare during the calendar year for families in

each ye s sample.' Since, as described earlier; the allocatidh of the

les by month within each year conformedlto the monthly pattern of

caseload size, these data
.1

can be manipulated in -the
N..

same way as was done

for the example above. I have tabulated elsewhere the distribution of

families in'Aach sample by months on welfare in the calendar

their sample. On the basis of these data, nestimate th
16

arof

the total

number of families receiving welfare ac one time or a dther durtpg

MO t -
' -".

1972 exceeds the average monthly caseloadNiat th end of each month by

--"."

about 22 percent.; For 1970 and 1968 I.A.O'iheslightly higher figvres
. ,. . .

of 30 and 29 perdent, respectively. Its is}not surprising thatikhe ratios
. .

. ,

0
1,

arl

L
----... i t

are higher in 1968 and 1970 than for 1972; bbth of, the earlier years we're

periods of rapid caseload expansion. Under-such conditions the number

oetamiiies r iving welfare is certain to exceed average caselbad size

by a substantial amount.
, 0

How much, confidence do .these figures justify? Each is based on,
{

a sample and is Sensitive to the estimates of proportions of cases an

by mo th. It turns out that most taseSare on all year--70 percent'in

.

230
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. .
1972. `The estimate of'total cases receiving assistance is most sensitive

,./ ,

o this proportion. Allowing the estimatlproportion of cases on -all
. ,

year to vary by dice standail deviation and distributing the change

evenly aceoss all other categories, the estimated "multiplier" factoeI

444'
ranges only from .12 to .30: Thus, these estimates are consistent with

those calculated using official caseload statistics (recall the "true"

figs:re should be slightly less than 1:33), and ate reasonably well identi-

They are theoretically superior. My conclusion is that Schiller's

estimates of the numbers of families receiving welfare during the year to

the averageanntial caseload are not applicable to the population I have

sampled. -I am certain thisideult is true for Alameda County: t suspect

it is true fer the nation as wel.k.

3
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County

ro

III. Demography of the-leseload

The.period 1967-73 was-marked by gr oWth of the caseload in Alameda

GF

to point of Virtual exhaustion of thc.eligible population. *While

about primarily because more people ,came-'-bn to the .

this "exhaustion" came

rolls, it is also

^,

true

to the definition of u

and those related

that reiulation changes, especially thoge related

nemployment

to treatment of

size of the population eligible.

-quince e caseload of these

suitable for qualification. for AFDC-U

earned income by recipients, reduced the

In this section I describe the conse-

trends.

family compositi4on and then. deAribe A

.

Only a small fraction

Welfare sample are repo

of the data on which

_ .

orthe statistics calculated from the,County...17.,

I first sumtharize changes, in. 41

thers.

In a- companion- paper ',have printed all

17
se generalizations are based.

A.' Family Composition ,

-

Most of the interesting questions about the composition of families

on welfgre concern (1) the number of adults present, (2) family size, and

the,proportion of,fAmi1ies with children under kindergarten age. I

shall discuss -the related policy issues in connection with illustration of

the_ changes in these factors in Alameda County:

1. Adults present ir; the househo41. In

S.

table 5 I have tabulated

the proportion of FG cases with males present in the household, the

f
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TABLE 5

ADULTS PRESENT IN THE HOUSEHOLD
(Numbers in parentheses are standard, errors of the estimated proRortions) t,

Year
Proportion of FG Cases Proportion of U

With Without -Cases without
Adult'Males Adult Females Males

1967 .07 .00 .05

(.01) (.01)

1968 .11 .03 .09

(.02) (.01) (.02)

1970 .12 .04

(.02) (.01) (.01)

r.

1972' .13 .03 .05

(.02) (.01)

SOURCE: Wiseman, "Graphs," p. 12.

:

proportion of.FG cases without female,adults in the household: and the

firoportion of U case§ without fathers. Tha.first number it tabulated

to emphasizethat the stereotype of the AFDC -FG family made up of

onlya single woman and her children fits most, but not all of the capes

in the county caseload. There is some evidence here that the.pfoportion of

the AFDC-FG caseload made up of two-parent families is increasing. If then

men in these cases are the,acknowladged father of the children present,

then they must be disabled. Otherwise they are "nonadoptive" stepfathers

or men otherwise assuming the role af.spouse. As column two indicates,

. .

there appears to ho no stgniftcAnt change over time In the proportion of

AFDC-FG case,s headed by single men.

23'
4
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A surprising proportion of AFDC-U families do not include fathers.

On occasion this comes about because of clerical error and misclassifica-

tion. People at the county welfare departlent tend to treat the U -FG dis-
/

tinction much or casually than do outside researchers, in part for rea-

40
sons that will be discussed in section VI below. However, the great'

majority of AFDC-U cases without fathers are the remnants of desertion.

From experience the county welfare department has found that fathe'rs

leaving their families are likely to return in a relatively short time.

For this reason a family deserted is held in the U program for two or

three months before a formal re-designation occurs. The fact that at any

time about one case in 20 on the U rolls is missing a father even though

adm istrative procedures allow this state to endure for only two or'three

mont s suggests an alarming rate of family fragmentition. More evidence

, is presented on this matter later. at

2. The size of the family budget unit. As table 6 indicates,

the size of the average family units receiving assistante in Alameda
*

1

county in both the' AFDC-FG and the AFDC-U programs declined steadily over

the 'period covered by the sample.' It is possible that this decline is

the result of conscious decision of mothers on AFDC-FG and parents in

AFDC-U families to have fewer..al ldren, or to at least spread their period

.

of childbearing over a longer
-
t An alternative hypothesis is,that

this decline in FO size is simply the result of the change in the age

composition of the caseload that accompanies its "explosion." Evidence

on this issue will be presented fter discussing the age and pregnancy,

status of AFDC mothers.

234



TABLE* 6

) NUMBER OF PERSONS IN FBU
((umbers in parentheses are estimated standard errors)

Year Prc)g,ram

F9 U -

e

1967 3.8 5.5
(1.9) (2.1) ""

1968 3.8 5.2

(2.0) 4 (2.1) -

1970 3.6 4.7
(1.9) (1.9)

1972 3.4 4.5
(1.7)- (1.9)

SOURCE: Wiseman, "Graphs:" p. 14.

3. Number ofjamilies withosn:all children. Mother with pre-
.
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kindergarten aged children are.generally exempted from work registration

,

-

and job search requirements. In table 7 I have tabulated the proportion
-a

OfFBU's which include children less than five years old and the proportion

with children of grade school age or less. I ilicludein'bothclassifica---

tons motheis who are pxegnant, regardless of the ages of any children al-
1

ready born.' While there is some egidence in,theitalile,that-Ole'propOXtionI -, -,-; . , ) ;------- - ---
. ,

_ of- families with very young childrewis,declining, no signif Jo:ant changes

have occurred. Over half of all mothers in thelaBC-FG program have children
, . . .

. ,,, .

too'young forkindergarten;,almost 90 percent hav'e childrenryOung enough to

recjuire supervision if the mother, or father is expected 6 be away for ,ex-
. ,

,.., , .., -.,

.>
,1

. .

tended periods of time. .

4,

r.
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1.

Table 7

AGES OF CHILDREN, FG PROGRAM
(Numbers in parentheses are estimated standard errors)

Porportion of Families with Children*

Year < 4 < 12

1967 .57 .88

(.03) (.02)

1968 .59 , .89

(.03) (.02)

,:,1

1970 .56 .87

(.03) (.02)

1972 .53 .89

(.03) (.02)

Source: UnpubliShed tabulations, Alameda County Welfare
Sample

*. Includes unboRrn children when mother is_pregnant.

B. Characteristic's of Parents

Growth the caseload has been associated with movement on to

welfare of families younger, better educated, and more likely to be

White'than was true for the typical case in 1967. Mothers in AFDC

familiesiwereporg likely to be employed' in 1970 than in the years be-

foie''or after. These changes are illustrated in this section.

In most of ..my tabulation I concentrate on the characteristics

of mothers in the cases, regardless Of whether the family ,is rgceiving
. '

assistance Under'the FG or the U prO'gram. Where posS ble,-I will also

summartze the data available on fathers-in the AFDC caseload for the

characteristics I discuss.

3
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1.' Age, education, and rape. table 8 presents the, summary sta-
ff

1.-

tistics which support the generalizations concerning age, education, and

racial changes made above. My "white" tabulation does not include whites

with Spanish surname. The actual division of thp AFDC-FG program in 1972

was 53 perCent black, 5'percent white with Spanish surname 9 percent,

other white, and the remainder madeup of Oriental', American Indian,

gypsy, and other groups. As the proportion ofthe-FG population made up .

of white families has expanded, that of both the Spanish surname and

black families has declined. Basically, the same demographic changes

have occurred in the AFDC-U caseload; but throughout the period whites

have made up a larger proportion of that group.

There w ere insufficient families with-men present in'the AFDC-FG

sample to draw reliable inferences conferning the characteristics of men
.

in this grOup. Over the period 1967-72 the, characteristics of fathers

)in the AFDC-U caseload have changed in the same way as those'of AFDC-U

\ ,
,

ee

mothers:, AFDC-U men are more likely now to be white, to have a high
. - I

school education, and to be younger than was the case in 1967. AFDC-U

fathers tend to be older than AFDC-U mothers (58 perpent wLre less than
i

30 in 1972, comPa*edito 73 percent of the mothers) and ate slightly less

, - ---,

likely to be white. Racially mixed couples in
./
AFDC-U tend to be made up

of 'a' black, father and white mother.

1 '
0 .10,..o04,00i'

2 3 7
,1

1

f t
f

40 ,

O
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T4BLE 8

SUMMARY OF CHARACTERISTICS OF MOTHERS, AFDC FAMILIES
(Figures in prentheses are estimated standard errorsY'

Program

.)

Year
c,4!= Proportion

<30 Years
Old

PrOportion
White

Proportion'
with

12+ Years
Education

FG 1967

1968

.49

(.01)

.50 ,

'(.03) '4P°\:,

..A .

.-"7714.4919)

.29

(.03)

.31

f

.34

(.04)

1

.39

(.03)

)'1970 .52
(.03)

(7,

.

.365

(.03)

.46
(.03) ,

1972 .56 .39 .51

(.03) (.03) (.03)

U 1967 .57 .38 .38

(.03) (.03) (.03) 4

1968 .66 .33 .36

(.03) (.03) (.03)

1970 .67 .47 .49

(..03) (.03) (.03)

1972 .73 .47 .53

(.02) (.03) (.03)

A

Source: Wiseman', "Graphs," 'pp. 18-20.

Af,

-;

'Oh

I
P.

.
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\

2., The incidence of pregnancy. The decline in the average age

of AFDC mothers over the period suggests that part of the reduction in

average family size may be only a transitory ptienomenon. I have not

Undertaken a detailed analysis of fertility of the women in. the Alameda

County sample, and I have no data-bn desired family size for

women in this group. I,did collect information on the proportion.of
, .

women in each group pregnant at the time, of the sample. These data are

presented in table . As the table(indicates, there has been no signi-

ficant change in the likelihood of pregnancy among AFDC moths in

Alameda-County. It is possible that as average age begins to climb the

'average size of these families will start to grow again.18

C

??',; TABLE 9

MOTHER PREGNANT AT TIME OF SAMPLE (PROPORTION)
(NuTbers in parentheses are estimated standard errors)

4

Year.

1967

1968

1970

1972

.05 .15'

(.01) (.02)

. .14.

(.01) '(.02)

.07

(4)1) T(.02)

.08 .14

(.01) (.02)0

SOURCE: Wiseman, "Graphs, ""

OS,
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3. Onployment ofrecipiente. The results of multivariate analy-

sis of the sample indicate that, other things equal, ;AFDC family

headed by a working adult is much more likely to leave welfare and poverty

within the near future than is one headed by an adult who is not working

outside the home. 19 In .describing AFDC regulation's in the first section

of this paper, I argued that work incentives incorporated in the regulan._

tips,for earnings treatment progressively enhanced work incentives for

AFDC-FG mothers over the period 1967-1970 and then reduced them sdmewhat

after October 1971. For AFDC fathers workincentiveshave been eroded

throughout the period here, both by the Constraint imposed on the deficii-

yion of unemployment satisfactory for eligibility and byincreases in,the

payments level associated with welfare.

In table 10 I have tabulated the proportions of adults in the

sample with jobs during the "sample month." Three.things and out:

TABLE 10'

... PROPORTION EMPLOYED OUTSIDE OF HOME AT TIME OF LE
(Numbers,in parentheses are estimated standard er rs)'

r
Year AFDC-FG

Mothers
AFDC-U
Mothers

'AFDC -U

Fathers

1967 .

1968

1970

Ign

,

,13

(.02)

.18

,(.02)

.22

(:02)

,16
(02)

.07

-1(.01)

//

.07

(01),

.08

(.01)

.06

(:01)

1
17

(:02)

. 2

(:02)

).4)

(.02)

f.

SOURCE: Wiseman "Grits," pp. 21 and 38.. ,
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(1) the proportion of AFDC-FG mothers working declined significantly

between 11970 and 1972; (2) the proportion of mothers in the AFDC-V pros

gram who have jobs did not change over this period, and (3) the propor-

tion of AFDC-U fathers with jobs did-not diminish in 1972, despite the-

change in the guarantee and reductfbn in the hours rule.

Numbers like these are hazardous and are to be interpretedwith

caution. Other results of mine show that in fact there was no signifi-

cant reductiPn-between 1970 and 1972 in the likelihood that mothers in
Lr./

. -20
the AFDC7FG program who did not have j'obs would, take them. Therefofe,

.r1 .
,

these statistics must mean that the CWRA altered theiikelihoodthat.,

:mothers would be able to simultaneously work and retain welfare. This
6,

. '444P

result was the,produ t of both the lowered "breakeven" point for Welfare

eligibility and, I shall show below, tighter treatment of work expenses.
)

. T"he high proportion of fathers in'the 015C-U progam whO wet
a`

employed in 1972 is something of a mystery foeitic'hl-fpve donly'Ap 4- .....7.,

,
-. .% <4. o ' ; ,

, I 0
A S' c:

io
a s t ': ' 4;

tested hypothesis to offer as explanatiod. During this perlOck,the 100c ', .,

Al, 7? " ...''', ,
°

, ( . .e.: i. < g t
hours per month work restriction was waived. for` lathers in/onrillpe,-Job 'f8 . ,-,i

'.° . J .. < . ,,,

training programs. It is possible that this route out of wel rtqs a *t'..-, ';'
15- ,.,', -'1 4 r,:t

common one and accounts for thesubstantial proportionbof father, on lic41" .7'-'
4

job in 1972. Results of.multivariate analyst's do not reveal any 1
4

, 1

1

.
-...

61
crease in the likelihood that fathers without jobs-will take nhvn as

21
result of the CWRA.

IV. 'Administr'aive Discretion

4v4

don
"

' cl4e1'1\-n/
s, i

In section 2 I pointed out three imporAent procedures in which a

, 1 ,,,,,

istrative discretion could affect family'eligibility and welfare pa$entg

1 L.0
41

4

,241
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A4=,.
greater frequency of need citation'in 1967 probably indicates. hatthe

county was simply more generous when it did not bear all the costs of

such allowences. An'alternative explanation is that typical famg,ies

I.

had more exceptidnal needs in 1967, 1968, and 1970 than was true -for

the 1972 caseload, but there is no etidence'tn suppoit this contention.

140

The procedures were those for assessment of family assets, special needs,

and work expenses. *ince the,sample described in this papei was only of --

families already on welfare, Aave no information on variation over time,in

t
intensity of asset emaluati n on welfare intake. Likewise, I --db not have.in-

.

formation on variation in the extent of special need evaluation on intake.

However, the sample did produce interestini, information on the extent of.

. ogr

special need identification among families on welfare and variation o r time,

in granted work expenses.

Special Needs. As described above, county welfare departments in

California can identify certain exception family requirements over and above

thoge included in the county's basic standard of adequate care. These

special needs raise the maximum level of nonwel43re income allowed the fam-

ily while still on welfare and in some cases increased welfare payments. In

table 11 I have reported the proportions \of'families on the AFDC-1,V and U

caseiolls in Alameda County which had special need items cited in the case

budget. r 1

, .

.
,

The table indicates that special needs were cited much more frequently

s.

before 1971, when the California Welfare Heform Act shifted responsibility for

eclat nedc payments to the counties,.thhifigas true afterwards. Since the"

constant-dollar sCuldprd of need'and maximum aid payments for families In '

Alamoda County, worc,not,much different in1972 than was the case in 1967,, the
t.

let 242
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Table -11
'44 ,

T ,

' CaLOAD-WITH 'SPEGI
Oumbers in parentheses are estimatWstindard err

.,/

'Year

1967

1968

1970

1972

ti

(
AFDC -FG

. .29

(.P3)

1 (.02

1 .26

(.02)

1 .06

K.P1),

Source: Wiseman; "Graphs, p.

-233-

.TrecAment work expenses. In seciionis poi nted out that be-

cause of the.prodedure for payments calcul tion thd amount of work expensessA.
,

;acknowledged by the county in benefit calculationshas a levered" efgtct

on the "breakeven" point--the level of'gross earnings at which payments de-
,

.

cline to zero. Since work expenses are a matter of considerable caseworker
,,,0.

+c---discretion, it is possible that changes.in work incentives installed by 1 , .

'.,1dgislition in the FDC paynients
calculation tocedure ate in part-offset at,

'the loCnl, leVel by ,con ractions iniallowed Work expenses. In.thie section, I.,,,
, c

1

will shim that this has been(An fadt the case in Alameda. County. Beyond this

point, 4EIKI1c demonstrate that a celebrated legal challenge to the California
ei

Welfare Reform Act, C6nover b. Ran, probably hurt recipients more than it
I

helped them:

\

ti

a

"
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Equation .8 below:is the result of a regression of allowed work,'

expenses on gross earningsfor all working recipients in the sample for

whom data on work expenses was available. The equation includes no inter-

cept for the reference period (January 1967-June 1968) and no dummies to

'.4114low tor separate intercepts for subsequent payment regimes: A standard

F-test on an equation in which these terms were included indicated that

they did not significantly improve the fit of the regression. Their

estimated coefficients were very - small.

ti

/".

' -York expensgs = .30 EARNINGS .07 D
1

x EARNINGS

granted ip .

26)
benefit calculation

(9. (-1461)

'.11 D
2
x EARNINGS - .16 D

3'
x EARNINGS

(-3.08) (-4.21)

r 30
where EARNINGS = gross earnings in rch197P dollars

DATE = date of observation budget.

Di 1 if 6/68 < DATE < 1/79
# , 1

= 0 otherwise

D2 = 1 if 1/70 < DATE < 9/71

= 0 otherwise

- D3 = 1 if i0/70-< 'DATE

n

R
2
= .29

4

= 0 otherwise

4

e

(8)
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In table 12, I have summarized the coefficients of equation (8)

and have reported the estimated standard error of the regression for

each period., These were taken from resulttrof separate estimation of

the work expense-earnings relation fbr each of the bperiods. As is

evident fkom.the table, some heteroscedasticity is present. In)parti-

cular, the residual variance for the_laat period is significantly greater

dign that for th9 one preceding.

4

TABLE ,.12
0

. .

THE WORK EXPENSES-EARNINGS RELATIONSHIP OVER'TIME.vo

r'

t

°

Time Period ,

Estimated Work .

Expenses Granted'per,,

Dollar of Gross Income

Standard Error
of Regression

1/1/67-6/30/68\

7/1/68=1/30/70

2/1170-0/30/71

10/1/71-12/30/73
i

:,..

.30

.23_

.19

'.14

t .

'

1,53

, 44.-.....,

43: . ,

63

4

. c
.

. ,

,

SOURCE: Oalculations,Py author from Alameda County Wel-
fae sample. \

\

, t
r

,..

°

,
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9

There are at least three imporant messages in table 12. The

first is the familiar one that before Cdhgress added the $30 and 1/3 work

disregard to the AFDC payments calculation procedure the county apparently"

provided some work incentives through liberal treatment of work expenses.

The early period was by a substantial-margin the most generous with fegrd

to allow= gritrk:'
.

The second is that part of the work incentive-.

ccreated,by.introduction and liberalization of the work incentive provi7.

(:1 _
ions was offset by a downward adjustment 1,g allowances for work expenses.

__
,

. ./ . .
,

The smaller standard error seems to suggest that some standardization may

have_also occurred. Third, the, restrictlim of work-expenses allowed in /1

, October 1971 contributed ta,the reduction of work incentives brought abort

by the California Welfare Reform Act. However, this reduction was accom-

S

panied by a significant increase in variance of treatment of work expenses

,T;A

across cases.

A good explanation of the po'st-CWRA results in table 11 comes from

the litigation history Q£ the Act. As proposed by.vthe Governor and passed

by the legislature, the A-Ct contained a provision standardizing work ex-

penses at a flat $5Q for each recipient working full time. As written,
, .

this restriction was clearly inconsistent with the Social Security.Act.

There is some evidence thak opponents of the bill allowed such provisions

to remain unchallenged and unaltered in expectation that they would, once

Amlemented, be promptly challenged, declared inconsistent with the en-

abling legislation, and dropped.22

'This expectation was justified. A challenge to the tegulations_

standardizin work expenses was filled alms-c immediately upon implemen-
. . , -

tatlon' ot the'4.34HA provisions. Atr,injtwCion was obtaine'd .011.01forl2ade

Zit

e
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4 t.

use of the standardizationTrocedures. Byfore the CWRA all working reci-

routinely ha4 $25 of monthly income discounted for 'work
- -. ..

ex-

penses. The result of the Condver injunCtion'weethx, at for a year, ,the
e-.

, . a t
county allowed no "Standard work expenses at allt/While recipients with

exceptional work expenses (some peOple in our sample reported work ,e1c-

penses in excess of $200 per month).were prOected by the acilgon, table 12
.-

r- ..

indicates that by'and latge this injunction probably hurt.

To summarize, my results lend further support to those who argue.

withat the AFDC system proVide some financial incentives o those capable
% , -

s,; 9 ,_. 44
p

of working even before such procedures became part 6f the law. They

--- -...... (
a--

indicate that the increasing incentives created bY changing payments

,procedures between 1968 and 1971 Were impart offset by tightening of

.... /

work expenses -allowances. T data indicate that working recipients

Ar
were disadvantaged by constraints placed on benefit calculation proce-

'
,

-

dures imposed during the-Conover litigation. ,Elsewhere,'I have silo

i.- 4
.

I .

that the $50 standard deduction would have on average benefited recipients.,
, -.

, .

-,7-- A

'The results for "special needs" and work,expenses.indicate that the we e
,...

F

r/sYstem be-came much tore restrctive-in-1971. These-b,hanges were apparently

not substantive enough to reverse the demographic ;rends cited earlier.

,..,..._ .. (

Ig!.... V. Case Background*
7

(
-.

'

.
y- . - -

The ameda_CountyWelfare'§'ample reveals a number of interesting
-
,

A.

facts about th welfare history of families on
.=z-

the roll %. I begin my
l

discussion of the data by commenting on tie circumstanges under which?,

` welfare mothers first came onto welfare, then consider theumbar of '
3

times each case had been open prior to the point offfieNsample, an8.41,fliah

OP'2 A -
I.

P. N

e,

k
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0

o.

with data on duration/of dependence. In this section.Iwill vide some

evidence-to support n earlier contention that t ere is a difference be- ,

tween the number of "Openings" the county repo s for cases and the num-

her of actual 'spel ofassistance they experience.

/- .

A. Anther's Stattis.atiOri inaI-Case 0 en
ti

I have classified mothers in

t4eir situation at the time the orig

AFDC system on the bhsis 'of

al opening of their c e in .Alameda
.,

/
,_ .

County. While/more elabbrate sche es have been employe4,:my mpiession
.

. w r

is that the important distinctio to be made is betweenemothers who came

on wlthin six tonths of the bi th of their first: child and .mothers who
/ /.

came on to welfare at some 1 ter.point in their livei% th
,/ Ir

\

't.

first group tend.to have 1 ttle work experience and usually no experience
4

.

4.

.

.

- . .

.

,

living indpendently: se in the latter1roup have, in general,rlived

/ . . . .

part of their adult es outside,of the welfare system and have'ex-,
adult

perienced self suppot, eittierlon their own or in' a marriage. These data
, / .0

are weak because or case,;\in,Which families" moved ihto the county, it.

, ,,

yas-,Sometimea ifficuli to Id'en'tify what the mothe'r's "status Wes. when she

/
lik . . . .,

firat ccam op td-welfare.. For,what they a ;e worth-4And I believe they .

,

Worth something.---the releyant proportions pie reported In table'13.

Table 13'indicatesttrat-there Aas,apparentlybeen some increase

since 1967 in *the prOortion of cases with motterd who came on to w4-
,

.
-fare vithin six months of the'birth Of the first child.'' ThAs'increase

is particularly pronobnced in the AFDC- -4 sample:, Since it is possible.
. e

"';.. for ajather witfi no workeexperience to glialifir for AFDC-U in CalifOrnia.

-

. - 2 it 8

0

.



'TABLE 13

PROPORTION OF CASES IN WHICH MOTHER CAME ONTO WELFARE
-,WITVIN 6 MONTHS OF BIRTH OFFIRST CHILD -4

(Numbers ileparentheaes are estimated standard errors)

Year FG U '

19677'

1968

a.*

,23 .26 -,

(.02) (.02)

.30

(.0Z)

1970 .27

(.02)

.1972 :29

-(.02)

.33 .

'('`.03)

.28

(.02)

.43 '

4 SOURCE: ,Wiseman, '"Graphs," p. 24.'"
ti

these data may indicate that the decline in the AFDC-U caseload between.

197029A 1972 left as a-residual a large number of cases with young couples
. -

forced on to welfare and perhaps into, marriage by a pregnancy.

The increase in thb proportiOn of cases coming at what. is demq-,
, , .. .. ,, , . , ... i ,, ' ....-.. ..... .

.
.

gtaphically speaking the first opportunity raises the disturbing ppssi-
..,

..
.

,
- .

bility that the number of Cases coming onto the, rolls that are the product

.t
.of-intergenerational transfer'of dependency is increasing. In other

1 . .

:

. .

, words, -these mothers may have been raised themselves ii n AFDC cases. 'My

-, ,
data on this critical point are not very good, but they.do not support

the hypothesis that the proportion of mothers on the.caseload now, who
/A I

were themselves in AFDC families as children has gpne-up. I esfimate

s

211 9 .

e
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that /aboUt 9 percent of the withers in the-FG program and between 7 and

_8 percent othose in the'U program were raiseein families that received

assistance wh9f they were children.
24
As could be expected,'this percentage

tf
-s

dropped to 3 in 1970 in the U program as the caseload temporarily txpanded

-te include familieS of.men on strike, and others who had been independent
:--

for somelime prior to their brief welfare experience.
*

These numbers dconoe rule' Out the possibility that Alameda County's.

Welfare system will in the future come to be increasingly devoted to the

needs of the children of,it. s past clients. It is simplS, tipo soon to tell.
0- \---

J

B. Number Of Spells on Public Assistance AM Other Case Actions

Generally speaking, there has been no important, change over the

..peri- od covered by the sample in'the proportion of the caseload madetyp of

,
families who haVe been on assistance only one time rather than many. In

table). 14 i have ),Drovided.the.psnaibreakdown of families in-the 1972 aase-
.

.. \
load by number orspells on assistance. A "spell" is i period of welfare

-receipt separated from others by at least a month of independence. The'

TABLE 141.- 71(

. : )..A ---;

-NUMBER OF SPELLSON WELFARE PRIOR TO-SAMPLE MONTH, 1972SAMPLES
(Numbers in parentheses are estimated standard errors) ,

1
.

4,
. of

Program.
Number of Spells and Proportion of Sample

1 2

, ,

AFDC-FG , .65 / .20

A.03 . (.02)
(.

AFOC-11 .61 '.21

( 03) 1602)- 1-7

. 3 471-

r

.08, .07

(.01)

ik.

(.01)

' .07 .11

'(.01) (.01)

SOURCE: Wiseman, "Graphs," p. 30.

25(1.
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implication is that slightly less than two-thirds of the mothers in th

Aprograms have only been on welfare one time; slightly more than I per-

cent have been on four or more times. Note again that my concentration

is on the mothers in the cases. -In consequence, only the last of the

succession ofaloells tabulated need.necessarily be gin the indicated pro:-

gram. A mothercan,zforexamp , start out in an FG case, marry, and

transfer to U.

4 In table 15 I hale tabulated 1972'Cases By the number of case
A

actions. A case action is an opening or a closing within either the U

or FG program.. Since all cases .n` the sample are on welfare, the number

of past case actions must be odd. Two things should be noted here.

TABLE 5

NUMBER OF'CASE
ACTIONSFRIORI0,1972,SAMPLE,YEAR (PROPORTION)

(NumberssinParenthess are es9hated standard errors)

Program
> -

1
Number of Case Actions

*ft

3 -5 7+

AFDC-FG .58 .22

,

.09 .10
-(.03)- (.02)' "-(.0-2) .. (.02),

AFDC-U: .44 ..25 'JO .21'
(.03) (.02) '(.02)' (.02)

o

SOURCE: Wisemah "Graphs " p. 29.

<+`

First, the proportion of cases with only one case action is signifi-'
. ,

cantly less in both programs than is the proportion with only one spell

of dependence. This comes about because of,the administrative factors

. 251

4
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cited in connection with derivation of my estimate of&the number of cases

ever on welfare and, particularly for'the FG caseload, because some women

who begin welfare in a family on AFDC-U subsequently transfer to TG P

following desertion by their husbands. It is this type of movement that

rendered the Schiller'turnover estimates invalid: Second, in 1972 about
44., 0 . ,

a fifth Of mothers in the AFDC-U program had experienced
.

seven or more

changes in status of the.type.associated with",case actions. If each
,?

opening-closing combihation constituted a distinct spell of assistance,
. _

this ,group wed be i enticalfto the 4+ spell classification in table 14.

1
The difference between the 21 percent in the4last category in'table 15

9,

and the 11 percent in the corresponding category in table 14 can be

attributed to either interfgram movement or to administrative factors

associated with temporary noncompliance or similar matters. Below ,I
4

,

will show that interprogram movement is probably the more important

explanation.

C. Duration of Public.Aisistance

I have interPrete4 the rapid
A

ansion of the caseload that

occurred thrOugh 1970-as'the consequ nce of expaldion'of the caseload

into an eligible populatio*,that had eretofore not, for some reason,
4. 4

taken up, assistance. This should have

the average duration of public assistance

i9iti ly produced a.decline in

ipt for families in the

caseload. As the new familes began to "kettle in," the duration
1

figure

should rise unless the new families exhibit much higher, turnover than

44p
wad the case'for typical fathilies on, assistance before the expansion.

1-)



' TABLE '16

DURATION OF DEPENDENCE
(Number's iri parentheses are estimated standard errors)

,

. lt
FG .

U

.,----,--.------'="--"

,Current Spell. All Spells
Average

Year
Duration
(months)

Average
Proportion

Duration .

>5 Years
(months)

roportIon' Proportion

>5 Years

1967 32.5

(37.2)

1968 30.8

.15 45.9
L (.02) (47.3)

.14 48.4

.28

(.03)

'.A
(40.6) (.02) (52.2) . (.02)

1970 29.8 .12 , 42.1 .21

(39.2) (:02) (47.1) (.02)

1972.. 39.4 .19 50.8 .30

(40.6) (.02) (45.2) (.02) 7

0

1967 905 0 21,4 .09'

(10.2) - (25.4 -4.,02)

19,68 .5 0 25.1 .. .08
----r" ''''''-'r'-'(10:2)

,.. 2,-- --7T:.-----tiCli-
( .01)

, L------"--
1970 8.0 0 1.7.7 .06

(11.3) - (24.4) (.01)
It .

4
-712"1972 '15.5 T.01 7- 28:1

(14.8) - (26.3) (.02)

SOURCE: Wiseman, "Graphs," pp. 27-28.
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\,

Table i6 indicates that average duration of both Current spell °

and welfare history for mothers on welfare fell substant a,l,Ix in 12..7.0._----,,,,,.,,,,
tr, .4....,--

-c,
rt

and has, since that time, risen. Clearly, duration of. current spell of

' 'welfare dependence is much shorter in the U caseload than is the case

for FG. ¶nly in 1972 did the average duration of current spell of de-
.

4 pendence rise to more than one year. However, there, is a-much' more sub:-

stantial difference between total time on welfare and total time on wel-

fare in the current spell for U cases than is true for those on FG. A.

mother in a typftal U case during mostiof the period covered here would '

haVe been on welfare more than twice as long all time considered than

the duration of the current spell would indicate. Again, recall that

the current spell covers alltime on welfare up to the sample data which

Ir
was not interrupted by at least one month of &dependence, regardless of

-94_,,progratia.

11.

Case.Movement

*c-

.
As the -last step in my survey of changes in the Alameda County.

caseload, I consider movements of 'tamiliesidePendenee and between

prpgrams. I discuss crude termination and recidivism figures-,first and

,

then turn to data on interprogram transfers. The data indicate that

turnover is substantial. I find what to me is an extraordinary amount

of movement by- mothers between U and FG status.

A. Termination and Recidivism

In table 17 I have tabulated crude termination and recidivism
4

rates for households in each of the four samples discussed in this paper.

251.
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TABLE 17

TERMINATION AND.RECIDIVISM RATE OVER ON YEAR HORIZON
(Numbers in parentheses are estimated standard errors)

Program

7245-

Year Proportion orCases Proportion of Closed'
Closed after 1 year Cases which Reopen

FG 1967' .24 .28
(.02) (.05)

1968 .19
, .24

(.02)

01970 .17 .14
(.02) (.04)

: 1972
.

.27

(.02)
.09

(.03)

V

U 1967 .38 .43
(03) (.04)

.199 .30 .31
(.03) (.05)

11101970
, .44 .19
(.02) (.03)

1972 .46 .28

t
(.03) (,03)

SOURCE: Wiseman, "Graphs," p. 51.

F.

4

53

4



-246-

SP.
J

\,_

;The table is constructedt confdrm...to the'f4lowing conceptual experi-

. Y. .
. -

ment: Suppose the reader were to randomly select cases from the caseload

during each of the four years indicated. What would be the priportion of

those cases off welfdre at a point twelve months later? 4Ciat proporObn
41,11k

of those cases actually off would return at any time during another twelve

months? The first column provides my estimate of the fiTst probability;

the second column is my estigate of the recidivism rate.

A 1 .

A couple of things stand out in table 17 First, closure probe-
s.

bilities for 1972 ware at all time (for 61e period of the sample) highs.

IFG closure rates significantly increased betweea'1970 and 1972. U closure
. . .,.0.. / ,

rates stayed the same between years but this-4n itself is remarkable
)

.

1.

given that closure rates in 1970 must be exaggerated by the presence of
.. /

. /

a numbers of GM strikers in the sample. S cond, for the FG program, resit! -

f........ ,4!.

divism rates haVe significantly declined. For the U population, the

recidivism rate was lower in 1972 than i 1967, but it wap greater than

had been the case in 1970. Again, this uiay be the other sideof the

'strike effect" alluded to earlier.

I have termed these teriOnation -nd recidivism rates "crude."

. 1,

Each figure'ha sigriifieant faults.' .The termination figure is faulty
,

. because ,it includes as closures some ca es ini.which the family moved to

other forms of assistance (Social Secu ity, for example) or to welfLe

in other counties. Movement toother orms of assistance,generally is

k
not what people who talk about welfar- turnover think.such terminations

represent. The recidivism figure i faulty for one of.the same reasons,:

4 Some people who leave welfare leav: he county. If they come back onto

4

25$
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Welfare within a year, the fact will not be recorded in Alamyda County
40'

data.

How significant are these problems?' All-told, 108 of the 342

cases) in the 1972 FG sample left AFDC at some point during the year.

following thdIase sample month. . Of'these 108 departures, 10 percent

C
involyed a;move<out of .the county, 12 percent were associated with a

change in family composition not necessarily producing an improvement in

'family resources, 'and6 per4ht involved 'a shift to another form of

assistance. These figures are-riotive-;-some---cases involved

changes of several types. The point is that leaving welfare is not
,

always leaving. poverty.

B. 'Interprogham Movement

O

People at the county welfare department tend to treat the U-FG

Astinction-as not much more than an accounting convention. This project

was initiated under the assumption that the two programs serve largely.

distinct pOPul4ions. That workinghypothesis proved to be wrong. .

,To give an impression of .the interrelation of the two programs,

I have tabulated the propoition oriath-dii'In'each Program who would

have at some time during their welfare experience prior to March 1974
4.

experience in the other program. Seventeen percent of the mothers in

the 1972 FG sampIe-are_reqprded by'the county welfare department as havingA r

had of to have in thb future a period of assistance as part of an AFDC-U

case. this'
14

mothers in

prortion has been rising steadily+' Only 11 Percent of the

FG sample were ever .recorded in rt U Case. The

Thirty- )2e percerit of thb.

r
figiqes are more dramatic for AFDC-U cases:

2.57.
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mothers in the.4kample of families receiving assistance ,through AFDC-U in

1972 had been or would be atone time partl of an FG case.

1

Although a small amount of movement fromehe FG to U caseload

1141
does occur as father returns or disabled fathers are declared ;fit to

work, most of these ciVies are shifts from U to FG. %About 22 percent

of the cases picked up in the 1972 IT sample had shifted to FG by the end

4-the year A simila proportion was recorded for the 1967 and 1968 .

0

samples; for 1970 t e proportion fell to'16 percent, presumably again

because of the unusual composition of the caseload in that year.

In a few of these cases, the father had already left by the time
o

4,..of the sample month, and the transfer represents simplyoan--administr/4.a-

tive acknowledgement of his-departure. In others the transfer results

. l.kfrom development of a-disability by eithei the father' or mother. Irhe

major cause, however, is desertion. One bf the reasons for addition

of Congressional provisiofor the U progli;n1 was to remove the incentive

allegedly created for family fragmentation when welfare was available ,

only for families without fathers, In light of this intention, the

substaptial separation rates these data reveal present something of a

paradox.

2 v 8

a *4,

a

T
o

tl



In this paper I

with Dependent Children

which ended in 1975. Th

VIII Summa6,
,

,...,(
.

have described the growth of the Aid to Families

portant.

catioad in,AlaMedg County-over they decd

e following facts and conclusiens.eeem Most im-

t,
4.0

1. The-basic "need" standard for public assistance yuderAFDC

did not change for most families throughout this period. I have 011A-

cluded that the major portion of caseload growth-and change, must be at-

tributable to expansion of the "takeup" rate among .fAmilieafinancially

and demographically eligible. The principal exceptions to this conclusion

are the result of (a) tighter work/job search. requirements for welfare
, ,

litibles, especially after 1972,Tb) the progressive restriction of the

unemploym/it definition used for establishing eligibility of two-parent

families for the AFDC-U program, and (c) the reduction in expansion and
,

.

(after 472 constriction of -the range of
.

whichearnings over recipients'
.z

L..... . _ e
could report and retain welfare eligibility. While all of these changes

. .

had some effect on -the caseloads the dominant' factor in the reduction
)

. . ,

caseload growth afte 70 was exhaustion of the eligibles pool.

,,...
2. Administrative rtor's play an important role in AFDC eligibil-'

ity deterthination. -I have emphasized the importince',Of,identification of

;141 .

.

..
,.

7--"special needs" and measurement of work expenseatin eligibility assessment
. , . ... .

and payments CalcUlation. I have found evidence that the frequenCy of

.

special needs identification wasmuch higher at the beginning of the period,

239 s
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analysed than it the end.

more:generouslk allowed in

I

I have also shown that work expenses w ,pre much

1967 than wastrue ih 1972.' My impression is
-...# .

that the countrissmuch more rigbrous in applicatimvof regulations de-

termining eligibility and paymerits now than was the case ten 7e1;171/4ago.

4
----j. .: .

"StilndardS cetvinly slipped in 1970, but much of thiaJias a resat of
. ,

4,if:c1 T
. the overwhelmi _flood of new

J
applicants for AFDC during that year. if

the "exhaustion" story is correct:the experience of 1970 will never b E\

repeated.

An additional test of-TE-6-"exhaustion" hypothesis is provided by

,

the most recent recession,. By any measure )he recession Oich began in

the fOurth quarter of 1974 and reached its trough in. the first quarter of

1975 was 'far worse than the recession 0_1969-1970: Nonetheless, the

effect of the- recession ow the caseload was astonishingly small, as a

'glance back at figures 4 afid 5 will indAcate.

3. Administrative changes_ partially offset the effect of legis-

latedl,hanges in earnings "disregards" on imek'incentives. data in,

dicate that Alameda-County responded to the introduction and subsequent

liberaliFatiori of the work inc entive.
.

1
. . I: B .

.
,

amendments by reducing allowed work expenses for working recipients.

provisions of the 1967 Social Security

It is

my opinion based on this research that recipients a a class would be better

'off with.a flat work expense deduction. Certainly su h a system would save

a significant amount in administrative expenses. As it is, theeklis a gross

disparity, in work expenses granted from one recipient. to the" nexr, and no

recipient knows in advance a taking a job just what willand will no )4.

a ll
z.
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4. Themonthly accounting convention in AFDC is a potential -

source of horizontal inequity between families with eFratici.ncomes who,
,

can achieve eligibility for a few months of the year despite relative

large annual incomes and those whose steady but lowincomes deny elig-
.

tility by being marginally,above'thelieeds standard every month. My

results indicate that this cannot be a major-problem under exising regu-
.

lations. The number of fapilies receiving welfare at any time during the

year is only slightly over 20 percent greater than average monthly, case-

/.

'load size. Turnover is simply not that great. If the standarda (includ-
.

.

ing the assets telhimiwr,A6C-U'were not so strict, this might not be

the case. Indeed, I find more turnover in 1970, when the AFDC-U eligibil-

ity standarda'were more generous, than was true ins1972.' By any reason-
,

able standard the AFDC-U program' is not by itself an adequate program in

income supplemediation for poor two parent families. But its improvement

must involve more,than easing the restrictiveness of the unemployment test

or loosening the assets stpdards.- date way of curing the myopia of .the

accounting procedure must'bafound.

5.',The-Caseload at theiend of the period covered by the'sample

used wait made up, of families with younger; better educated heads than

was true at the beginning. The new case for AFDC in 1970-wai mdch more

likely-to-:he;headed by a young white adult with a high school education

,than was true of cases already od welfare. Along with'younger heads came
*

smaller
.

fatally size. It is not clear whether the declin. in average case

size is the result of over fertility or simply only the
%

oduct of the

change in age distribution.

'261
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jR
46.

.

6. I found what appeared tome to be an exceptional amount of

: , 1.,

:Imovement of mothers between the AFDC- U--and AFDC-FG programs. In Alameda

County it is inappropriateto view the two programs.as serving distinct
.

,,

populations. By 1972 almost 40 percent of ioihers id AFDC-U cases had
/ ) ,

-already or would within the next three years be receiving assistance

through AFDC-FG.

ate
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CHANGE AND
PTURNOVER IN A WELFARE POPULATION

* .

Michael Wiseman .--

I. Introduction

Analysis'of the effect of income transfers on hoUsehold behavior

has until recently been carried out almost exclusively in a comparative

static framework. The spirit of 'the analysis is simple enough: Households

are first modeled as making labor force participation decisions by compar-_,

ing the marginal utility of earnings from labor to utility lost by forego-

ing "leispre'" The household's allocation of time "given wage rates and

other income in the-absence of transfers is then compared to the allocation

taking place whena system of transfers is introduced. Because of the in-
..

come effect of the guarantee and the price effect of the implicit tax rate

e-mbodieein most income-conditioned transfers, households are expected to

4

reduce labor supply ithensuch programs are made available. The analysis

leads to a prediction that becati4 of labor supply effects the budgetary

.
.

cost of increases in income-conditioned transfers will be greate than t e

,,, .

tNtl,
initial incrtas? in.income they bring about. Experimental evidence suggests

i .

that such effects are likely to be small.
1

i

This approach seems appropriate if most poor households would, in

the absence'ofn)ojicy designed to supplement their. incomesostayein need.
'01140*

But if poverty is a transi t phenomenon or.if the,object of policy is not

only 'to supplement ncome but to Move persons out of dependence, i7ti4

important to consider not only the immediate effect of transfers on behavior

2 6 7
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but als6 their effect on changes which occur over time in household well-

being. Thus the issue becomes one not off, comparative staticsput,of com-:

parative dynamics. In this context analysis of transfer programs requires

a model not only of choice between labor and.leisure but also a clear

understandingOf the cycle of pepsons and familida into and obt otpoverty

and the role of transfer programs' in alteration of such movements. Prop-

ositions About these dynamic chAnges are difficult to deduce front proposi-

tions about household preferences. They must rest in large part on infor-
.

mation about the events that surround movement into and out of poverty by

real families.

The Aid to Fam4es sith Dependent Children (AFDC) program is a
.

natural place t.o.begin looking for information on household dynamics.in a

o

population for Which transfer policy is relevant. Surprisingly, only a

very modest amounttot data is available on AFDC recipients,even though AFDC is

the income-conditioned general transfer program that reaches the greatest number

of nonaged.16w income families. The U.S apartment of Health, Education, and

Welfare does on occasion collect crosb-section information on demographic char-
d.

acteristics of-recipients. .Little, is collected in the HEW surveys on past his-
..

f

tories of welfare families, and,information on what happens to such families after

they are sampled can be pieced together 'only by crude attempts to match
4

cohorts in one yeax's sample with corresponding cohorts in data for preced-
,

-ing or succeeding years.
2

Data. from outside the administrative structure:

of AFDC'is also sgarse; as large as the program is,..most national samples

of households include only.a few families on AFDC. In many data sets- -the

2'68
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a

census public use samples, lor example--it is difficult to separate AFDC

recepients from those participating in other transfer programs such as

general assistance. .Those looking for more detail on changes in the 4

situation of-such families over time are, as a result of these deficiencies,

forced to collect their own data, as in-the New York RAND project,
3

or to

rely on pseudo-longitudinal files that are either dated or of questionable

quality.

There are political reascths for the lack of information on AFDC.

The program is operated by the states and in some cases by counties within,

states. In general the states do not have a strong incentive for gathering

detailed data on welfare recipients or on the population "at risk" of wel-

fare.dependence. 1114ta collection is also hampered by a general attitude

thatthe AFDC system is "bankrupt"-and should be replaced by something more

comprehensive. This seems to be a consequence of the movement for welfare

reform during the -past few year Welfare reform enthusiasts have tended

to describe proposed changes in national transfer systems as "revolutionary."

The notion that FAP or any other AFt0C substitute is radically different from

current prograMs tends to have as a corollary the pplication that research

16
on the present systeM is unimportant. If research is of little value, so

are, the data for that research.

Reflection- shows this to be nonsense. Any welfare reform sqheme.

0 1

must involve in large part the same families that are currently served by .

AFDC. Few of the problems encountered in the existing welfare reform pro-

.

gram with work incentives, accounting, fraud, and eligibility detrination
o-

will vanish when the acronym for welfare is altered. And casual obsery tion

269
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indicates that, despite all the sound and fury about welfare reform, AFDC

lives on, and on.

This paper will attempt to refocus the attention of people con-

cerned about income maintenance and poverty on AFDC. My proposition is the

simple one that a great deal can be learned about movements inand out of

poverty-and the effect of family characteristias,'exiernal factors, and
t k

.111.11.1,

pblicy on such movements by looking atwhat happens to families on this

q-)

kind of welfare. I shall attempt.a proof by,constructiorb or, to use a
0'

term more in turn with-the times, by demonstration. I concentrate in

this paper on factors associated with leaving poverty and welfare depend-

ence. Considerable emphasis is,placed on detection of program effectspn

the changes analyzed. The 'population "at risk" and factors which bring

, 1

pebple onto welfare for the first time or back once they leave are not dis-

.cussed. To sbble extent the characteristics of all families 'tat risk" of

dependence can be inferred from those.who have taken up welfare-) I hope

to take up the recidivism problem in a later paper.

In section II below I .)riefly review the structure of the AFDC

system. I argue that changes in e program over the past few years

have, at least in Califor , been sufficiently
i

large to pro de data
1 /

vi
- I

- I

on the effects of changes in transfer policy on household behavior,

-In section III, I describe a method I have employed for obtaining from,

welfare data from Alaibeda County, California, information on family,

. q

chardeteristics ofwelfar.e recipigDtian vements to and fkom depench
. a ,,.

ence by welfare'rec pietas in the AFDC-F AFDICIU programs.' In

IV the methodology fortUltivariate analysis of these data is )

2 7 0
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s.t

outlined. Results for families on AFDC-FG are presentedresented in section V,.

and- the results for AFDq75 wilt in section VI. The paper feconcluded

with a summary gf conclusions and recommendations for future research.

I am anxious that my concentration on welfare terminations in the

material which follows not be misinterpreted. I personally hOlieve that

both ipovements to and from welfare are "good" things.' Movements onto aid

are gold things because families accepted to welfare in Alameda/tounty.

are generally in desperate circumstances. Once on welfare thOvaymeae-

they receive plus the bonus value of foodstamps and other services thgT

county provides approximate the poverty standards. As a result of elig-

/*
ibility deterMination procedures, when a family leaves welfare it has

generally achieved a,living standard above the poverty level. Looking at

terminations from welfare under these circumstances is similar to looking

A
at movements out of poverty. I shall show later in the paper that the cases

in which the welfare interpretation of case terminations is ambiguous or in l"/
'which Movements out of poverty are not associated With-leaving welfare can

be handled -really with these new data. Therpoint is that it is poverty,
)4-

_and not welfare status with which I am ultimately Concerned.

II. The Welfare System

/

The Aid to Fainirres with repefident Childien pr ram h,s changed sub-

,. '-
stantiAlly in California over the past decade. It i 7 obie that'these,.

:'Changes have been sufficiently pronounced to influen e the behavior of

persons receiving assistance and to provide "experimental" information of

the effects of such changes. '.In this-section I will briefly describe the

;'271
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AFDO.,progrit outline alterfations that have occurred in it in the recent

past, and Speculate on the effect of the major changes identified slit use-
i ,

.

.
..,

holds receiving assistance. I will concentrate on the'yers 196743, since
. 7

it was during this period that most significant changeaccurred,
..,

A. Determination of Eligibility

AFDC was established in the Social Security Act of 194. The program

a

.

is operated by the states (and in some states, through county governments)
..4 ....**,

,

under federal guidelines and with considerable federal cost sharing. The

federal government sets 'general demographic standards for admission to the

program (or, more precisely, for those. cases in which federal financ

V
participation will occur) and for measurement of income in eligibility and

payment's talculation. The exact amount to be paid eligible persons and

the income and other resource standards used to determine eligIblity matters

are left up to the states.

Families seeking assistance through AFDC are required to meet

both demographic and resource standards for eligiblity. The key demo-

graphic restriction is that the family must 'include children under

twenty-one years of age. If both parents of the child or children are

present in the family, one must be disabled or involuntarily unemployed.

Mothers in female-headed families with no children under school age

and the'unemployed parent in families qualified on the basis of. unemploy-

meneare required, as a condition of eligibility, to register for work at

local employment offices and to ndertake retraining programs when they
,

...-

are available, Familiealmay qu lify on the basis of unemployment of either

5 .

the faeper or the eother; .but the overwhelming majority of cases invol e

jobless fathers:
..
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4.

The resources standard for AFDC eligiblity involves both income and

a,te. To' obtain assistance, family income minuscertain allowable work
ro

expenses-must be less than a*standa d of "need." 'Ths need standard 'iS

an estimate of the cost of a minimum standaid iing and varies accord=

frig to family compogition and, in California re,October 1971 $) locgtipn.

Like all other states, California combines the income test with assets

restrict ns that' peevelv payment of assistance to households with certain "k

ty es of wealth.- The AFDC program is furidamentally a "guaranteed consump-,

" rather than a "guaranteed income" program; low income is a neces-

sary but not a sufficient,condition for benefit receipt. It is pre.-

pumed that families should support themselves through asset liquidation

when such means are available.

Moveme is onto welfare are typically associated ..Tith either a

change in household compbsition or are the consequence of 'a loss of income.

A
Common composition changes are those involving a birth out of wedlock to

a woman previously off welfare or the desertion of a family by the father.

These ev ents usually cause income available to the family to be insuffi-

'dent for needs and make the-new single-parent family eligible for welfare:
.

.

Common income changes leading toel4ibility are the result of ldseof.
\.\

.
. .

j b, inability to find full-time work, or inability to earn a sufficient

amoun 'when working, to cover needs., Cases quali0Ying on, the basis of par-. .

errental unemployment are included in the AFOC-U program (U is for unemployed

,parent);'cases qualifying on other grounds are included in the AFDC-FG

(family group) program. All AFDC-U.families'include-or have recently in-

chided both'parenis--they. are "headed': by males. Ihe major portion of FG

o

Ac,

, _ 2 73
S
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families are headed by single par tits, most but not all Of whom are females.

Two-parenttfamilies in which one adult is disabled make up the remainder of

th' FG caseroad.

9

B. Movements Between Programs and Off Welfare

Once on welfare it is possible for a family to shift from the U to

the FG program or front FG to U if a parent leaves, returns,*or becomes"dis-
.

1

ablcd.- The distinction between the U and FG programs is maintained because

inclusion of "unemployment" as one of the grounds for deprivation sufficient

to qualify families for assistance is a state option. Fewer than 'half of all

. states have such programs, but mo large states, including California, do.

, Movements from welfare an involve loss in eligibility because of .

demographic change or occur because income from nonwelfare sources rises to
1
exfeed the standard of need. Such changes are frequently interconnected.

( Both resources and composition change, Tor example, when a welfare mothen

marries a man with a good job who' is willing to adopt_her chiidfen. One.

well-knOwn anomaly in

jerently on intake to

1 -eligible for benefi

the AFDC system is that tesources are evaluated dif

welfare __than s the case Once a family is declared.
7

In deteriin ng eligibility, earnings net of certain

i

.

work eXpensep Are ummed Stith other resources
",

foetomparisOn
. i

/ 1.

dard of need. Once eligibility, is established, "net income"

by.subtracting wo#,,expenses, the first 00,pernmonth-af/earnings and

. 'i-

,

f

on -third of gross earnings about $A0 are dedutted.--It is only when this

'$

unt e eedi the standard Df ;:teeir that eligibility is lost. As a result,
.,., ,

r . ,

with the stan-

is calculated.

. 4 .

ebn ue 111 -tee* enefits
*

41.0 deny' eligibility on initialheir earnings reach, levels that w

'exc'eed povOty standards. !Payments are, relate to the

2 7

4

a
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.4 a

4

difference between 1 family's standard of need and its income adjusted by
sw.t

both wok k experience and the disregardeds$30 eit0 one-third of gross earnings

above 00. Actual payment calculation, is described below.

C. Program Changes, 1966-1975

49
The AFDC program in California has changed substantially over the

past'ten years. Some changesohave occurred because of federal action and

are common. to ail °state_programs; others have occurred only in California.

.'1: Chiftes in Demographic andBehavioral Restrictions.
"

...,

1
.

The principal changes in the demographiC-requirements for program
.

.

parricipatiop have occurred in the definition of "unemployment" suitable

. 1q0
for establishing. deprivation and in the work tests applied to 'welfare re-

.
4

cipients. Before Nolltmber 1, 1969, a family cpuld qualify for assistance
.

10 .,
.. . .

on grounds of unemployment if the father or mother had involunarily worked

less than 173 hours in the month prior to application. This w is'reduced
0.

r.k

to less than 152 hours Xri November 19§9, to 130 hour in July 1971, and to
.

the curreptorestriction of less than 100 hours per month or 25 hours per

week by Itanges,

rn

rought about as a result of iMplem ntation of the'Cali-

tfoia Welfare R form Act in October19, . Clearly the early standard as

extremely 'generous,'making California AFDC -U something almost.,equivalent to.

e 41 9 .

a negative tax plan. Welfare work' registration and erairting.sequire4ents °

O ,
were in rea'sed over the rieriod 1967-197 both as a'reSult of the Work Inl---

centive Pro,ram originally° introcLced ith the S cial Security amendTpart_s °

,

.

.
i

i 4
r .0 . oe.1

A
.

o

of 1967 and-the revised W1N II program that fol owed' in 1972.--

P

27

0

0

.

1
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, For families ever attaining dligibiliiy, the progressive tightening
V .1,

of'the standards for eligibility under the U program should reduce, ceteris

paribus, the likelihood Of a father working while on welfare. *As the qual-,

-267-

ifying definition of U is reduced,

about eligibility loss.
1,4

even marginal jobs will be more likely
A

The effect on likelihood of termination

of the changes in,the U eligibility depends upon (a) whether or not the

family is capable of reaching aLstandard of living which it views as superior

to thlavailable with AFDC when the-unemployed parent works, and'(b) the

work history pattern6 which typically.led'to independence Ilefore.the hours

restrictions were applied and tightened. If families cannot do better. than

-414.

the.yelfare living stan454 on their own, the unemployed Tember may defer

taking a job which would)ad to loss of eligibility. Aftei.1969, and

especially after 1971; this meant all bu'Very short-term empioyment had to

' be foregone. For such families I would expect the eligibility standards

O .
.

i.

changes to reduce both the likelihood of job taking and, in consequence,
,

%the'likAthood of leaving wiifare., .

I ,
-,

:

. ,If most families on assistance ecause o unemployment leave poverty

thrquO,y1 discontinuous leap -to full-time jobholding, the hours redUction

.
in the AFDC-U unemployment stihdard should make r o:difference to their pro-

0

perisitye to do so. If the more common pattern involves initial part-time

work follovd by gra

in excessok welfare liv.ing standards, the reduction1411havegreat r con--;

1

.

sequencer The cdhtraction of the AFDC-U unemployingnt standards will, in

ual progression to full-time employment and earrings

M1

this'cage, increase the

3

dependen0. .23y so

cosi.of the intermediate.stage4p the move Go in-

.

.4"

doing, the likelihood tliat such moves will be undertaken'
..

JV

at all is probably reduced.

1- .e
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S

2 The changes in work registration and training requirements are

unlikely to have had much effect on recipients before,1973.

A 116.

took a lontime, and training opportunities were frequently in

short supply. j44n general; failure to satisfy the work registration/

training requirements, of WIN does not disqualify a family fir welfare.

Ft gimply, brings about deletion of payments for the recalcitrant labor

force participant. However, such requirements should increase the Fate

At which families leave welfare by reducing the benefit's gained from

staying on. ill the "gradualist" model of labor force particiPation out-
-4,

-z-,.:1/4, 4.-..,.,-----4,,-.,_----....- ' ---",------.---,4,-\--,.....r--.),-=2,..behavior;, ------
linedabbVe is 'an accurate description,ot the WIN system:may

. -
,

, ,cs
. . . i,,,
.help bring termination in a positive w17, since persons involvechin oil- 2

c-.

-.).,

41 o'

s.

the -job ob training are .frequently exempted from the maximum hours rule.

i.
.

, 0.,
2. Changes in Pdyments.

Payments to families on welfare' whW2 have no other income were de-

termined throughout the period 1966-75:by a schedule of maximum aid pay-

ments in w icb the state would i anciallyipar4cipate. his grabt wash
.4 .

-supplemented after 1968 by food stamps, and in addition f om 1966 low inco

families, i eluding those assistance, could ob ain medical dare

at low or noCost throughoMedi-Cal, the state'sversion of the national

/I
..., Ifx

I

.Te state did not change its basic standard of maximum aidfroi 1951

to 1971. As a result,'in real, terms th standard cias.decliningt hrou b thle

Iffirst four years of the period sted ere. Theparenestandard,Wa eri.

.

Medicare program.

hanced substantially in June and October of 1971. The first change re-
.

sOited from pressure from the.U.S. Department'ofHealth, Education and tel

-

fare and others determined to force ther, state to, adopt a cost- of- living-ad-
.

justment prof dure for weIfare.benefits. The October change was brought
0

.464,

0- 2 7.7,



.

.

-269-

about by the California Welfarl ReformAct.
E

Between 1968 and '1971 the food stamp Asechedgle was adjulted at mose
.,. i. t .

or less.regular,intervalg for changes -the'cosi'Of living. These changes
.

,,.

...e
,

t

,

offset the decline in the reel value of maximum aid payients so that the

aura of the basic welfare payment plus the cesh,value of the food stamps which'

recipients could ain stayed virtually constant in real terms. This

"guarantee" jump4d in 197'1 .and then'remained-approximately constant throughP'

Lto the. end of 1973. In Figure 1I have plOtted,the constantcOarch 1970'

3Q0 0

2.5 0.
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dollar value of the combination of welfare payment and food stamp bonus
0 rtyr,

value for a family of three.throughout theeriod..

aMy conclusion is that there occtirred.only one substantive change

in Welfare benefits during the entire period 1967-1973. This 1411

'Prove important for the analysis whic ,followS later in the paper.

3. -Changes dn,Treatment of Earnings and Other Income.

In contrast to the lack of change in theluguat'antee:' for the-AFDC,

sy4te4 in California between 1961 and 1973, a number of alterations were

made in procedures for adjutting grants on the basis of earnings and other

income
1
of welfare families. The time period is usefully subdivided:into

four payments "regimes%"
6

0 Procedure 1.

I

Befor July. 1, 1968, all earning net of involuntary,

deductions (i.e., those for social security, authorized work expenses',

childcare,' union dues arid the ,pike) which exceeded tile difference between

a family's calculated ''need" and"t"he Maximum aid paythent reduced aid'pay7
-.

1 - -

,
..

4

.

ments dollar-for-1611er. Since work expenses tended to rise with earn-\
, .. .,. .

ings., -the welfare-4eax rate w

significant.,, frde:other sources -- absent father payments',

(fc,

4

ings'wes,not the legendary'10
% .

. e

since during ..thiS early perl.o
a

, was not

n.calculated on the basis of gross earn-
.

percent, but ie-was substantial, especially°

thegap beiween"neids" and maximum aid

ATD pa mentto etc. =- maximUm Aid payment

. , - . ,,,
dollar for.idollar. °,1 ..;

0 4 ,'

e

. .

.
2 7-'9

-,
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Procedure 2. The 1967 SOciel Security Amendments authorized.states'

to begin disregarding part of,earnings.of AFDC recipients in benefit Cal-
.1.

dulations as a work incentive. After July 10968,galifornia counties began

calculating grants by (1) computing net earnings--the difference between

* ,

gross earnings and work expenses and involuntary deductions, 12) subtract,-0

ing from net earnings $30 per month (for full-time workers)-plus.one-third

s;,..

of, the difference between net earnin s and $30, and (3) reducing the max7

iMum aidfpayment-dollar-for-dollar by the amount that the figute calculated
in step (2) exceeded the difference between need and maximum aid for the

"tartly. The consequence of this change was to increase the maximum amount

of-wagep andsalarY°S family.coulE receive and retain welfare eligibility.,

Income from other sources continued to be treated as before.

v Procedure 3. Due to the Sacramento County Superior Courtss"decisionsb.
,

ila Nesbitt u Montgomery, after February 1, 1970 `the treatment of earnings

was
?

.changed again. Step (2) in altered so that

the one-third of/the difference between sp and net earnings inrexcess of
\

$30 per Month was delUcted from earnings before p yments calcula ions were
.. -. ii .

-, 'made. Thib change raised the "breskeven Is point7-the level,of earnings at
)

. ,.
which eligibility was lOst-,;an4 lowered the loss in benefitsfassociete&

each level of'Nearnings;beloiW the,breakeven amount. Work incentives were
, . .

1
. .

further enchan ed because tie "need" standard was, periodically adjusted
=,

Y t ,
. . ,

,§h'Anges in thicOst of- liVing, while the "maximum aid ,standard was,not., As
..s

,

0'
i

......,

-,,
il 13 4

1

.4 )

the gap.,begwee the two inc ease the range of earnings permitted while I

01 1igibi13t4s+etii ande i

P '' 4, ^ s, u '. 1 i. k
', , iQrant , calculation andjits consequences under procedure 3 are best

,.. .

illus6rated with an example. Consider a woman with two- children age five

anti ten li?ing,in Alameda Countyln March 1970. The family'S 'n ed" was

- 280.

.

4

5..
-



r

estimated to b"6-$270.95 per month or $3,251.50 per year. Her maximum
J

aid payment;unchanged in nominal amount within her memory, was $172.00.

Without work or other income this plus foodstamps' (With bonus value of

about $40.00 was a/1 she got.

If she received incomefrom a source other than earnings, no bene-
,

fits were lost until the income 'exceeded the difference between "peed"

and'iliaximum aid. If she received earnings, her benefits began to decline .

when "countable inco exceeded the difference.,..,"poun,tab1e,incom4,,Iya

defined under prOcedure 3 as gross earnings Minus involuntary deductions

minus work expenses minus childcare expenses minus $30 minus .33 (gfoss

earnings in excess of ,$30, assuming full-time work)) Atsuming for simplic
. . .

ity no childcare expensig, °$50 per.month in work expenses -including union

dues;,and involuntary deductions totalling 1/9 0 her pay check, this meant

that she could earn about'$304.per month .before suffering any loss of

benefits and $614 before losing welfare eligibility. Under- calculation

procedure-2 the corresponding-figures had been
4

# I emphasize: the steps from procedure

gradual inflati n induced expansion-43f the -tap

imum aid figures raised the maximum earnings c
.

. and lowered the average "talc fate"4n'each int Aaediate levelvof Ornings. .

,.

,
. ,

1 .

At the same tithe the 4glarantee".remained virt ally constant in "teal ter

$256 and $545.

to procedure 3 plus the

ANL
etWeen the need ai; max-

ak

.*

toff for welfare eligibility

s the needs-maximum aid gap widened, the tre
e

ment of income fro*, sourc

other than earning was liberalized, since grants.wexonly ieduc aKon the

,
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basis of outside income in excess of ehe'gap. Cetericparibio, these chgnges

should reduce the likelihood of welfare termination b crease the

hood that recipient$ take jobs.
0

Procedure 4: On October 1, 1971, countidbin Califor ia, began using

.
the grant-Calculation procedure authorized by the California Welfare Reform

Act. The grant authorized deduction Of "countable income'' directly erom
, 0

maximum aid. The effect of thislateration and.!.-khe simultaneous increase in

. the maximum aid standard alrecdy described was to reduce the amount .of earn-.

ings which a family could receive with no loss in bene4ts and to lower the

.

earnings cutoff" for welfare eligibility: For the sample folly described

above, the cutoff pOint fell'to $549: For all families the Isyerage "tax

rate" on earnings increased. In addition, since countable income was de-:
/

ducted directly from maximum aid; the "tax rate". on outside income was re-
'

.

stored to 100 percent.

.?

I emphasize,: the step from procedure-3 to procedure 4 lowered the

ximum earnings cutoff pclint for welfare eligibility anti raised th

. -

age tax rate on each inte ediate level of earnings. At-the same time the

guaranteed wal increased substantially in real terms. Both effects should

reduce the likelihood of'Sob-taking by recipients and-of welfare termination
-

for families withoUt other income.
8-

..

. . _

For families with other sources of income, these changes in- °

...,,
.

e

creesethelikelihood.oftermination. Any given pouot f outsid! e income re-
,

. J
duced welfare 'payments by, more fter Octlaber 101 than had been the case be.,-

i!. ..
,

..'. fore. Asa result, less was lost for a family with such income on welfare
1 t

;.,

1
.

,
termination, and plr-:taking incentives were increased. Also, after

..

232
e fr '4,
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4S

at

the CWRA outsidegincome reduced.the-range of 4arkings consistent with
/

maintaining eligibility by more than had been the case before, and this '

also raised fhe likelihood of termination.

Space does not permit more detailed analysis of these program
a

changes in this taper. I have done &this elsewhere.? The important point

is that significant changes in the operation of AFDC 4n California occurred)

over a relatively short period of time from 1967-1911r, I have marked the

changes in a time chart in figure 2. These changes provide important ex-

4
a

periments for answering questions in welfare policy,

Consider fist the FO` program. I- have argues that .over the perioS .

t

1967-7,1 the basic. ben

but work incentives Wereprogressively increased. Were'these changes assoc-
.

iated with greater likelihood of recipient job taking? After October 1971
°1

the basic benefit substantially increased, incentives fOr employment were

fit package available to recipients did not change,

educed, and modest training requirements were implemented. What was the

*---- ret effect of these lenges on the likelihoodlof j taking?
4

The changes in

1967 -71 were associated
.

oiAe-for kielfare eligib

hift probably lowers -tie

.

tent. was the effect of t

ork incentives in the system over the period

'th a steady increase in the earnings"breakeven'

NI
'lity. 'WhileIncreasing work incentives, such a

ination,rates. Was thls the case? To what ex-
.

.

' t..4

e higher bre keven point offset by a great:VI(

tendency of r Cipierits t"work. theiro

low ariP taX rates on low le
4

t

way off" welfare when bekefits are

else oft, earnings are small?

;

p

.3

4
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o

For the U program I have argued that the alterations in. the un-

0.

employment critirIbn should produce a progressive reduction in the like-

lihood that unemployed paredts in AFDC-U families becoNe employed and, in

clinsequence, that such families leave welfare.. Did this occur? To what

extent was it offset or exacerbated. by.'changes Al the basic payments

schedules after 1931?------

Finally, I have pointed out that the positive effect of having in-
; .

come from sources other than earnings op the likelihood of welfare termina-

tion should be greater after implementation of the CWRt.than,before. Is

such an effect observable?
A

Thece questions_are dynamic in focus. They all relate to the like-
,

lihood of occurrence of changes in family status Answering them .requires

data that permit analysis of changes in behavior over time. Suctl, data and

my procedures for their analysis are described next.

o

1

III. The Data

The changes inprogiam ad inistration and benefits paid'descri ed in

the preceding section and outlined in iigu
.

c n ou 2 provide something of an ex-

'.4 . -
. A

s ..
periment for a limited evaluation of program effects on typical histories

of persOns/aniwelfare. In this section I describe a sample L have col-
,

lecttd for this purpose. In the next I_outline'my analytical pigcedure for

identifying such efie ts.
I

I

1.
410g

The analysis in this' paper is 6iSed,:on a new'sample of welfare data

. .
\ :

..

. i

1

it
obtained directly from the files Oflthe'Alameda County, California, Welfare

Deparimenc. Alamecia purtty is urban, includes the S.M.S.A. co-central city
,,.

,,lw
4

lot. Oakland and has the third largest welfare caseload in taliforrila.
- ,

,

e
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In collecting. these dad the foilowing procedure ,was empicyeti/
.

(1) A random sample of;thk5aseload in each-of the years 1967'to 191.2-
. 410 1.

. .,

was selected from the accounting records Tor paYmenta,made. ''ilhe, sample was ,-
/ 0

,

,.e,

distributed across Jhe twelve months of eaqi calendar year to conform to,/ I

the pattern of seasonal. variation in the caseload:. ''

. \N. .4.
. a ,

F2). Files for all cases werewithdrawn.frOm storage or, where ,aippro.,

,

,

. '4'.
.,

priate, from the county welfare offices. Data from the files were employed
a

to collect information on family characteristics, background, and history on

.

welfare in ,Arla County, An enormous amount of infoimation was dis vered-

., . ,

in the files, far more than might be anticipated on the basis of the quality
. .

.8

4 , . .1.,

ofini tion
i

on recipiehts derived froi standard sources.

r

transferred*to coding for140 and(3);':\The data were ponymiz

-If
,

then
.....

key punched for machine analysis. Elaborate atten ion was paid'

both to accuracy in transcription and, to protection of the privacy of
. . 4

the households involved -. The completed file consists of 3,158 cases -34-

1,450 ouseholds fro ,the 0 and 1;708 from the FG progiam.:1Thedisir - I .

.
.

lbOtion of the sample by year appears tabr , 1 I
..... °A..

, I .

.

. 6-'

(4) The case records were checked exte vely for intern'alton-
.

\ ' t
. A \

sistency and errors. °'4

Tich completed case file ifcludes extensil)e.data otl the s;mWifft);')
.

. ,

a.

household for the ?leven months following the date ("samplejnottL",) for Which

tJe- 'was picked from the rolls; plus background information on time

on welf re prior,to the sample month and Se four7quarter period
4.

C
,

sample
-4-A0

4

f
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Year

1967

1968

1 1969

19 70

1971 l

1972

. Total

1967-72

TABLE 1 '

ALAMEDA COUNTY WELFARE SAMPLE

'Program .

verag ounty.
Caseload

um.er of
Cases Sampled

Fa

U

FG

U

10,313'

, 1,394 '.

12,106
1,492

a

307

255

327

270.

PG 1.5,549 '-190

1,794 197

FG- 20,630 347

U 392 305

FG * 23,355 195

U 3,250 113

FG 22,123 .34.2

U 2,546 310
4

FG 417,346 1,708

''U 2,261 1,450

. i ' , , , . .

Source: Michael Wiseman, "The Alameda County.Welfare Sample:
Graphs, Tables, and Stories,11 'Department :of Economics

Working Paper No. 80, University of California at '

Berkeley, July 1976', pp. 4=5, :..

''. *.
.

a*.

c

4

t
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1 ill'

1 . -
,N, , v - 4., ....-s ,,,, r

I -.4

year") used:for most
C
extensive:analyais. The aacaset, is fhus.a combined cross-

,.

' ---'z
. .

/ .

section and time-series ,resource,q)ermietni nferbnces about th'e determinants

.

of ehanges,i.n well-being' of families on welfare under the range of economic

.7'-dOnditions experienced between January 1967 and December 1973.9 '

IV. The Method'of Analysis (

. :

lli basic protedure adopted in .this paper is to treat the probahtlity
42-1

that change in the dependency status'of a family on welfare or the employ-'

ment status of its had as a Zunction of four types of variables. These

variables identify (1) ddministrative procedures of the welfare system, (2)
_ .

general economic-conditions, (3) personal characteristic'a'of the family dead,

4 -

and (4) services the family has received from the welfare department.

Separateanalysis is done of the AFDC-FG and AFDC -U samples. 'In this
)'

section I discuss the dependent.varidbles, the horiziuvoverl which the
O

dependent variables are defined, independent variables common to anal-

ysis of both,populatione, the functional form adopted, and restrictions

imposed upon the basid sample as it appeals in table 1 for actual anal-
G

ysis.

A. The .Dependent_ Variables

This paper concentrates on four changes of state welfare: (1) -

movements off welfare, (2) movements out of poverty, (3) acceptance of
t

employment, and, for AFDC-U fbmilies (4) family dissolution.

. .

qiiovements.off welfare (OFF AID). The most common object of an-

alysis in studies of-AFDC has been movements out of the program 1°

As a dependent variable for,a atudy of dependency, however, "off welfare"

has important deficiencies.

A
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One shortcoming isthat moving aff welfare can me4n different things

at different 'times. As the numerical example presented in the previolis

..section indicates, a change in eMployment.of other income that would have.
.

,

.

i
.

. .

produced'loss of. welfare 'eligibility under,one p ment and eligibility
.

-,

calculation procedure might not have done so under/another. Admittedly,

,

-a family's being'on or off welfare has important political and fiscal

cons'equences. But if the objective of research is to find out more about

the determinants f family behavior rather than adminlarative caprice,

it is the changes families make, and not the. actions of welfare adminis-
,

t

'trators, that should be analyzed:
.

, \
.. . . . it' ,,r

....
A second Shortcoming is that "leavinrWelfare" ie Sot*tegessarily

...

the same thiing'as "leatfing Roverty",or "leaving dependence," Families

'leave welfare, among 'other IfIngs,. because the youngest child reaches 18,

and leaVes school, because they.move-to another state to.assume welfare

/

there, because they are transferred to.another aid program; and because
.

,

the mother is killed in an automobile aceident'and the ehildfen are brans-

k

NfeTredo foster care. These reasons are ncre atypical. They dd not con-
. .r

-

8titute the type of "closures" that are.generally what people have in

mind when they enalytewelfate turnover.

In th'e.analysis that follows the 'likelihdad that family will
.

leave we lfare is used as a dependent variable;.but eiminations include

.4 ,'.

only 'those changes that constitute clear.movements out'of dependence. For
.---

, - , .

;,

families in'the.ODC-FG sample, iage oT the
:

headwas counted as such
. , -. . .

. ,

a change. One of: the advantages of the Alameda County Welfare Sample. is
, -,.., ' :

,, - ,
-134-

-

Chal.thess,data permit- such a restriction. to be applied. -.Data on dis- ,

.

posiMon proved available in virtually all closures, even those involving
1"

.9tttatlk
- r ,

.
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movements out of the country. For purposes of comparison, pome models

will be estimated using-the 'unrestricted definition ta test the sensi-
) - , _ ;.

tivity of the results to the definition of-welfaYe termination employed,
.

# s-
. Movements out ofI poverty (OFFPOV). To eliminate the "moving

4

1

r

:

._,ta: . .

target". problem created by the varying earnings cutoff point for welfarNe t

.

/

.

eligibility; I also use below as dependent variable in analysis of the FG

sample "departure from 6everty"'as measOred by the Orshanskyj.poverty thresh-

old for the family in constant dollars.
11

For this purpose the sample is
I

restricted to families initially poor; "Successes" are those which experience

an increase in nontransfer income, that brings faM4.1y,income from sources

other than welfare above the poveity 'standard. don't, in most cages, have
ca.

4,4

evidence'on family incomes for families after they leave'weyare, but since

throughout this periOd families categorically eligible for the FG program who

have income f'rom any source less than the Orshansky,standard were eligible

.,

for assistance, it seems reasonable to assume that if families,leave depend-
.

',.-

areence for a reason satisfying the OFFAID criterion.describedoabove, they are

better of than the3poverty standard and'Satisfy ,the OFFPOV criterion'as well. ,

. -.
.

.

s:
.

IU ,se of

,

the "off poverty" standard will provide an tportant test Of
.

the sensi-
. . .

.

° - ., .

tivity of the results of use of the "off welfare" variables to elimination,of

.

effects generated by variation over time in the range of'earningsand-other

income consistent with maintenance of eligibility.

Movement into employment (EMPLOY). My data do not permit detailed

.

analysis of labor force participation or employment in terms of, hours or
,.

-

days. They do allow me to distinguish between recipients whd hold iobS of

.4...- ,----..,,_-_,.._.......--.....--,........,......../-----......." .c .

. .

I SI.
sufficient importance to be acknowledged by the.crel'Fare Department and those

. \ .

'

/
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'who do
i
qot. Therefore, in Addition to the two dependent variablesdescribed

'above, I will use also the transitii% from unemployment to employment of the
. :

%"head" Hof the family. By this l,. refer to the male head of an..AFDC-U case

and the female adult in an AFDC-FG case. The sample for this purpose is raT

.

striCted to families for which these persons are initially not working.

Movements into jobs include both those that simultaneously bring about wel-

fare termination and those which do not.

)

_... Fragmentation (FRAC). Analysis of the Alameda County wel
..? t,

1

..'fare*sample indicates that movement 6'f families from the FG to U p

gram and back is a frequent occurrence. In another-pgker I have 'e n-
.

',ell that it is inappropriate to view the twO'llgrais.as'Aervi
s .

.dist net and 9 -

separate populations. * lio cite one sample statist
I

my

data indicate that over one-third-Of the mothers in AFDC-U cases will

- be on welfare in any FG case at some time during their' res/denc in

,Alameda County..
13

While a- comprehensive analysis of the factors lead-
..

ing tofamily fragmentation is not the object of this paper, a attempt
0

is made to relate personal factors, program characteristics, =nd economic

conditions to the likelihood that fathers.will leave AFDC-U ousehOlds. 1N

t 4

Each of the changes described aboVe must be de ined'over a

*-\

specified,time period.. A tradeoff 16 encountered.in,the
o

6 /.

I')
Horizon

°

"hori'zon.". The more distant the horizOtt in time from 't eptint%at which
. .

, initial ease status is defined, the gfedter the Oumber of changes th4.;
.

; . . . . .

- . .

are- observed. All of the events defined by the. depen nt,variables'Yre,

s'

nolatively infrequent occurrences, so this is import nt.. Thedrawback

; 1

re.

' Z,

./

1
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is that foi long. horizonsispecification of labor 'market conditions, ad-

/ - .
ministrative procedures, and even things like family size and Mother,'s age'

i

..,, ,

. - ...,_ .bec,omeambiguous._ Job' market conditions-that-lie-on a month-ta.imonth oasts,
. . .... -,

,and the more remote the horizon the more observations one has in which one.
part of t4 period, lies in one administrative "regime" and Me -remaindei.

lies in another,
'

. .

.
.

In this paper I have excltiSively used a three,quarter'time period
.

for definition of change of 'state. This movement dut of

the beginning.af one month
.

4

A nd longer there at te end of the second month following (April). When-the

family observed on Welfare at

dOendence means a

'(say. February) wi's

/

term 'quarter" is wised I am referring to such three -Meinh intervals; that

first, quarter for eac'h observation begins on the first day of the,Manpi 1-:in.
. . .

l
which it was-s impled, Since families were 'templed from the roilOn all

,

.

1

0-,

months, such q arters do not coincide with calendar,quarters
- .-

C. The Independent Variables

t' IP '

Basically the same get of independent variables isemployed in

each of the mo s estimated below. Since certain problem7s in ,specification

C, ' ..
e' ,

..
-,.

are shared between the,: FG and U analysid,'they can be-described once an4for
,

,
.

all here. .I have used as much ?control" as possible;inthest *p.,,

I

caus

1
as I have discussed elsewhere, the

7 .. ,

U and FG calmloads in:*Alameda County changed
$,

.A

covered by the sampl,

,.. .fr
- ,

.

.
demographic compositf&il of:both the

.;.
A:

,
The iftdgpendent variables. are

,
t

substantially :Over the 'period

)

T.

of

dividecr.among eight "gets: (1)
.

#

if admifh trative procedures variables, (2) economic conditions'variables, (3)

d

.3 ...

t

4

/

'0

4
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family size variables, (4) personal. characteristics variables, (5) work ex-'

perience variables, (6) welfale service variables, (7) .family income'vari-
i

0

ables an& (8) certain other variables included, in the fragmentation modelg.

A complete catalog of all variables used at ofin_analyses of the AVDC -FG

sample appear in
.P-
Appendix I. The corresponding list' for AFBC=11 on Appendix.II .

. .
,:,

. I. **4

7

J

I
Admiuisttative pivcOures variables. Because of the complexity

.

4
111. /

-*I.,

of benefit calculation schemes abd the relative constancy of the Welfare'
. . * I

1 .
%

"guarantee , , over the;perfpd
1

covered
\

here, I have'not tried to esfimate."tax"
,,c . , .

and ,figuantee"effectson family behavior under AFDC., Rather, I use in '-both

the Pt and Dmodels a set' f 'three dummy variables, AFDC1, AFDC2, and AITC3,

to demarcate the fodrpayments procedures described above.. The coefficients
.)

- I

of variables, always. define the effect on' the probaDility of occurrence of the
* . a ..

(_...-. .,. ,.

dependent variable of the switch from the status,quo beforeOuly,-196,8'to ,,

the procedure in effect during the three months-covered by the observation.

,
,

.

.
°

4 11

a .
,,

As figute 2'indioates, the changes'in
4t
he definition of in- ,..0.

i

voluntarc unemPloyment used for determinirig eligibility for the U-program
'.. .. .* ,

. .
,

.. .

all-occur within three months of changes in the payments.calculAtion pro-7'.
. .

.. . ,

stedures. As a resplt, I hate not-attemptedtd separately identify the

,

eff'e'cts of these adiListments. Practically speaking, AFPC2 corresponds to.

. ,

the first, period of sighificagt constraint of the U definition (to.152
, .

'
.

i

. ..

hours) and A.FDC3 corresponds to the'pekiod of the second and third con- ,

4. .

.

straints that lowered the definition to the present.100.hours of employ:7'.
-. ' ..,1

merit or less; .. .

, . .

IA?onomto i.ona7,tions variable

,

To -control for"` labor, market

conditions I employ two types of-variable.. The first ;J.& the unemploy-
...

Thant rate for the Oakland-San Francisco S.M. . , This is measured both"
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. . .

at the beginning -cif the!'fhtee month sample perio&

.

and at the
.

..1 .
.1'."t . .

i

40 1 i 5.
e

.attempt to gauge both t-4iteland change effects of unemployment rates On
...

the -fransitions selected for-devebdent:variables. 1 haVe plotted this
. .

.
-

variable in Figure S. .These unemployment variables 'axe unsatisfactory
0

1/4

1:
"4-4:1

end in an

, .

for at least:thee reagens: (1) The only amplete series available far

! .

_

. . .

theme period covered by the_sample is based on extrapolation of data on un-
.1 =-..,

:

. .

em yment ifisurance claims to joblessness for the entire labor force.
15

the divergence of the numbers so derived,frot unemployment rates calculated
.

. t

.
. '

from, for example, the current population survey,is well known:
16

.(2)
0

. - , -.
..0

Ile series covers the entire stX county'S.M.S.A. and may not accurately re-
)

. 4 ...'

, °
. fleet cond'ition's in labor markets to whiph Alameda County welfare recipients,fleet

0

have access. 3) As is obvious'frOM-.figure 3, the data are not seasonalli''

. ..
,,

adjusted. In, some respects this is.desiroble, since tOe actual level Of job-
-

.

..J

lessDess may be wliat counts in determining whether or not welfare recipients n-
...

,;:y. .....

crease earnings andother resources And leave assistance. For this reason

,

I di& not attempt.a,seasonal adjustment 4:) my Own. On the other hand' paft of
,

. ------ ,
. . .

the seasonal Variation is due to variations in labor force :participation by
. ,

youth and other persons who may not compete directly in the markets in which

are e4Ployed, and this weakens its releVapce to economic conditions

faced by adult ;:ieilarel-,recipients in Alameda County,

To correct foe-part of the. shortcomings of the unemployment

.

data I have also included in the model below a variable ,IOT which measures

.

the change in4 ihe.ratio of employment n Industries in which workers are

.4.
.

covered by unemployment insurance' to total Alameda County population in the

16-64 age Aroup 'over the three months 1Sf each observation on change of state.

coverage was expanded

.0.-=..?.) ":).)

,

somewhat during the'tifile period covered by the
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Figure 3

UNEMPLOYMENT RATE, SAN FRANCISCO- OAKLAND S .M. S: A .
. ' 1967-19,73. .
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-
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196 19

Source : e. S. Department- of, Labor

I

Figure 4,

RATIO OF JOBS FILLED TO WORKING AGE POPULATION
ALAMEDA COUNTY, 1965 -1973
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ScSu4e: Data- Supplied by California EmOloymenr Develop
Department
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sample, the employment number was limited to those jobs covered throgghout.
-.... , -

.

Th,is,,,variable is superior to the,unemplOyment measure in that it identifies '

-4- 4.

e

`,

. .
0 4 k e ..

.

.
.,.

the rate of empfbyment increase specifically in Alameda County. It is defi-

cient in that welfare r- ecipfents do not all work-in Alameda County, and all
1 .

'Alameda%County jobs do not, go to county residents; Also, 'the employment

. series on which the ariables, is based does not include employment in govern-
.

,meat or certain

frequently find
- - - -

in figure 4.

service area such as hOspitals in. which welfare recipients

jobs. ERT the,three-month.change pd-the ratio plotted

Family size variables. Family size affects the likelihood

of job leaving, public assistant in three ways. First, the incbte'and ,

r

earnings cutoffs for eligibility increase with family'sizt. As a result,

'earnings which might lead to loss of eligibility for a small family will'
r,""

not necessarily do so if the .family is large. Second, the value oflha

mother's time in the home ino'reaseo.with family size, especially when small

children are present. Third, the'gieater the number of Children present

in a family the more valuable will be the benefits with

I

.

public assistance. Whip families not_on-welfare a,T1 qualify for_Medi-Cal

assistance, it-is'my impression that this is not clearly understood among
i

.

recipients. Also, as incom:increases the amount nontributed by the Isvogrm
.

to meet medical expenses declines. Both the value of Medi -Cal and of a

liother's time in the home.are probably exceptionally ipereased by. the'pres-

Y
I

enceof children in thepre-Kindergarten age. As a reagltI have included

I , t

- 'variables for both the number ofIchildren in the family and the number in

the younger age'group.

Persona l ohdracteristi cs variab . The analysiSjoy the FG

1TpOels focusses on the mother in such cases and that or the U population

29.7
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A

. concentrate 'on the fathers. In each instance variables are included to

.

....identify the race, age, educfai4esi,
a ,
%

. , .
iof that person. ,'As can be seen n

II
.

ables are defined incrementally so
. . . *

, ,..
1: .

.

. .

,

,

12-year education dummy measures the effect on t".le prpbabilit4,of change in

and the presence of physical disabilities 'A9 ___:___ P _,

the AppendiCes, the age and education vari-
,

.

that, for example, the coefficient of the

status of changing from having a high school diploma over'having'dropped out
i

in the 11th grade.

4*
Work oxperlence variablds. Work history of both AFDC-FG mothers

1 0. ,

and AFDC-U fatheig is identified on the basis of time since_they cast beld a

jqb.In addition, tan estimated wage variable as developed from earnings

,
regressions e usingusing Alameda,County data fromAte-user samples- for the

/ ,...

.i
,t ,

These reveSSions arc reported in Appendix III. While the re-
, ,

...

1470 Census.

gressions fit the cross-section data for he entire county population quite
6

well,(the R
2

figures exceed .5 for all race/sex groupa)'itis not-clear

how well tiiervill identify expected

_pe- cted_wage

. .

For them

earnings for persons on welfare. EX1
-f

variables have 'exhibited some explanatory poWer-in °tiler work.

Most AFDC -V fathers in (Alameda County have some work experience,

it was_possible to include in the models information on iirior.oc-2.

cupationand.reason for termination.
,

,

elfare service variables. In collection of the Alameda County

data an attempt was made tp collect data on allkgmployment-related services

received by memberS of familied in the sample. It was,not possible to dil-'

0 *= .

ferentiate among services on the basis of content for this paper. Hoiever,
,

identifying (a) whls,ther\or noftthe father in an

,

or the mother, in an ApC-FG case was receiving a service at the

, I have variables

AFDC-U case

4P
'7 ,'

.
a

an

e
0 n 00 .

.

t.
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_

,1 .

- 'beginning of the three o servations periods, (b) the number of services com- .

pleted in the past, and ) whether or not any of these services were other

4't

than those provided by t e,Work Incentive Program. Services inclUde every-
. .

,

thing fro job counqelin to classroOm training to on-the-lob, training but
.

,

exclude routinereferrals to service- supplying agencies or counseling. 'An'.

\

. I.
.

attempt As' made to differentiate between'WIN and non-WIN services because

,
, , I

.
.

-of the insist#nce offcminty welfare administrators that training prog rams .

, .
.. .

. ..

they operate outside the SIN framework are superior in general to those
,..

provided by WIN'. .

. Family income variables. As discussed-abov the presence

of nonwage income affected the average welfare "tax Kate' on'earnings

4
before the California Welfa e Reform Att. In Option, t o presence' of' \

. .
1

N,,:..,
. ,

income ftom other dOurcesse ms to certify that a family is ndt teally
.

I
AO':

completely 4'dowh and out" Whe on public assistance. Beca 4p-the period
...

before Octobegg1971 modest amounts ofoutside income did not reduce the

she of a family's grant, info tion on exact amount is Often not avail-

, 1
V able.

8
aa result I.have limit d identification of. outside income from

Sources other than'earnings with a dummy'variable. An interaction term with
1 A' 4

.
i

' .

41FDC.1 is provided \to al4low for th hypothesized change n effe t after the

.. . cs

tCalifornia Welfaiit%Reform Act. i'l a

C.

io.. t

.

4f4 Frag'mentat'ion ;aril 461 For analysis' of the likelihood of
, ,

.

, ,,

'desertion for AFDC-U eases I have' tilizedtwo additional vai bles whichc4o
.41` . .0 V e 4

.

.

not appear elsewhere.in the. analysi . The first is a set efdummies (MAR1-3)
.
.

--- . 4
'! '

for 'length of marriage. The second 1.4 a set of two dummies to identify the
0 * . , ,..

.

. .

circumstances under which the n the family first went on-welfare

.1/4--; ;.- . f I

e 0
.i

.-

(TYP2' and.TYP3r. .Ihese are'descr e 'later.
'

,

i_ . , # .t.
1 :'

. 1,K.r
.

./
4" 0 --"`44:4;.,' r ... ---' - ,..,. ,

. . .
4

2 9 9'



. .

s.

4

In general I have adopted aeparsimoniodt approach to model

specification. With. the exceptiodof the. OTHINC variable, no- interactions

havebeen.used,.although in some cases there are some theoretical reasons
.

for including lhem. . Capacity limitations of thesaVatilable computing facil-
e

,

,H ices wotha.ed a-definite .ttodeoff between t.he. number of obseryitions and
I

the number .cd independent variables employed. Given the obvious:gains in

precision of ,coefficient estimation from multiplying the:number of observa-

tions,, simplicity in model formulation was adoptedfto permit exploitations,,
4'

of Iar4ge sampls. .

The Functional Specification

A
e 0

All the dependentvariallles-deseribed
-iliVolve a diScrete change

, in.state: on to "off" welfare,,"unemployed to "employed in poverty"

t ,."out of poVerty," and "together ", to "fragmented" for J 'Letting,

P represent the robability t t one af these state change occurs, :X
Pi'

-t ..t.

1-.1.:
)

represent a vector of'variaties for each observateon (j) elieved to af-'q h
. .

- Y .. 21- ,t-',Nfeet~ P
i
; and 4

i ,a vector of coefficients of the,,X c -aiiiropriate to theii.
. 1

. . _ . .1ith transition,, 1 assume ti-erelation betwe and has the familiar_Xi
'

.

logistic formd-,

*,-

..

1

f
f

P
i

For/each model, the coefficient

lihood techniques. 19

X a

vectof$
i

.

are estimated using...max.imum like-

r

>,
v.- --

/SaMP3iteStriCti6hS,
,

-Certain restrietams were applied to all samplesflse and are i: .,r-

Oligertil ly sUmmartzed before turning to specifics of the FO and U Analysis.
A

-00';

0
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'Fraud,About ten percent of the cases read in the Alameda

County Welfare sample involved fraud at on time or another. By fraud I-mein
'

any deliberate misrepresentation of family resources of composition made to

4,
the welfare agency with intent of receiving greaterMnefits than the law

allows. Most such cases never involved prosecution,4but I haxie excluded them

allfrom the analysis in this paper whether or not the alleged frauch-
.

lent activity occurred during the period covered b'y the satplek I.
is

1.

clearly have not accounted for all fraud in making this rest4 ion, but
..

' . .
. .

my impression is that much, of the remainder is of a trivial nature and

under apYwelfare system.

Quar4fra included. As discussed above; families in the sample

were picked at random from the case rolls and observed" for the twelve" 1. , _
. .

\ralInthhich began,with the month at which the selection occurred. I de-
,

. ,,,

'fine the dependen' variables he basis of changes occurring for each

faiily over succe three-month periods. . Thus a family on assistanc e
f

which did not leave contributes four "observations" on the likelihbod of

leaving welfare. A family which stays on for the 'five months 'h.esitn'ing

with the sample date but then leaves because of an. increase in earnings

contributes dile observation with no change and one for which "leaving
(

. .

welfare" occurred. All of the otherdependent variables are measured

similarly. \.

7 I

This pidoftfre has 'two Ipportant consequences. One is ,de-

i

k J

sizable, 'an the other can lead to serious biases: The first is that by

-
r

using multiple (up to four) observations per family.I was able to increase
,.../ ..1"... I. ,11-10,..,,,.,,-P?r'F'' .',..ps,tt

the effective samplesiiinaubstantially. As All be_indicated below, none .1"

,4 ,

#,
. ;

$I
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1'

3

a the events analyzed hePe occur very frequently. This augmentation0

greatly encrlanced the precision with which model coefficieqts were estimated.

.

The second, less favbrable, consequence
toncernsehe possibility of model

misspecificati- on. The sample creation process I hayapplied greatly in-

.

,

creases the proportion of.observations'devoted to "stayers." Those- - a

'.s--. , .

,
'

r .

. families which leave welfare quickly will contribute only One or two

Q

quarters' observations to the total sample, while stayers will ,ontribule
.

four, If the variables irichided in the model account reasonablyhmell bo

,

all systtmatic factpxs affeCting the likelihood o{ case closure (of what--!, '

ever dependent variables is under analysis, then this verrepresentation
, .

t-

does not matte. The variables that account for it--lac of education,

age, etc.,--are in the model. *If, however., "staying" is due to factors

f
4

unaccounted fdr by the independent variables inclbded in the '-X vector,

then the Jogit estimation procedure will yield estimates of transition
.

. . .

,probability which.are biased downward:4 This is but another manifestation

.of the familiar "mover- stayer" problem in analysis' of' Markov processes.
20

' I do not feel this bias is particularly, significant. , I make this-,

judgmenton the basig of a simple ,test. If the passage of time tends to

sort welfare recipients between "stayers" and "movers," then the fact that)
/

. an "obse6/atio9" for, for example, leaving welfare was drawn from theCourth,-

,quatter bftheyear following .the sample month for a welfare family instead

,

of the first should provide information` on the likelihood fo their
_ ,

welfare over and above the information-given by th ind6pendenE variables in

the model.. 1 litesteq this proposition regularly by i tluding with the vari-

.
,

. .
,

ables described below as an independent variable the quarter number of the
. .

A
. .

0
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obierv4ion, In no case did tletcoefficient of "quarter" prove significtnt.

,.
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In a similar spirit I also included a variable for total time on welfare

and this" too, failed to even approAch statistical significance. I conclude

that the approximation of,welfare state changes as a first-order Markov

Trocess is acceptable.' Interestingly: "quarter" and "time on welfare" are
7

estiniaeedto have-ftatistically significant coefficients in models which
,

include less than the set of.vdriables used below. This suggests that\

lack of informAtion on these variables explains the important role of

e
dui'ation of dependence 4n explaining transitions in:other models of the

t
process.

21

w
Since the FG sample was larger than the U sample, to begin with,

I employed Asdata observations

t -_
.,...

the sampli yea for each family in which the family unit satisfied

for eAch of the first three quatters of

restrictions, set

quarters :of data

V. AFDC-FG

out in sections V and VI below. For the U sample four

were emplOyed

.

per sample case whemavailable.

In this section*I discuss the results of the analysis of the

AFDC-FG sample. I begin wi ehe additional sample restrictions applied.

This is followed
I .

by analysis ef
y
factors related to movement offivelfare

by the restricted definition adopted in the previous-definition, analysis

of movements using the OFF/40V dependent, vaiiitbles and finally analysis of

factors related tia)movements by AFDC-FG mother into Jo s,%

A. AdditionaliSampleRestrictions,

rn.addition to the fraud,'restrIction cited 'above

r -

the .FG sample for the multivariate analysis which,follows

303 4.

-v4

the data froi-
i

1,1smited to

1
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',//

-three-matth periods from the sample year-which the family .(a). begins on

r

: welfare, (b) begins.withodt a man in- the house.

eliminated all AFDC-FG families,with stepfathers

The latter yestrictioh.

or disabled males present.

, -

As a result of the fradd, female present', and ,man-in-the-hbuse re-

strictions,. the basic FG sample was reduced froth' 1,708 to 1,346. Use of

,

three quarters of observations increased .the total size of 3,727. For the

analysis of movements out of poverty in Subsection -C below, this °sample)
. .

was reduced to 5,54 by exclusion .of those' families which had sufficient

income of their 'own

,

to satisfy the Orshansky poverty criterion at the be-
.

ginning of each .of the quarters in which they were observed on welfare:22

For analysis of job - taking, ,the sample was restricted to thoge observations

.

doll three modth periods which commenced with the,mother not working. -The

sample, size in this case was 3,000:90.
4,

.- ,
,'
More information on these households was available .than could be,,

o. ' ,
4

.....- 0

iqcorporated intd the models giveri cOmputational constraints. My pro-
4, :

cedure in both.the FG 'and ,U analysiS -was to first estimate a basic model

which included the key administrative procedures,dummieg, the children

variables, the' variables for age, educe/ion: disability., and job expevil-

4

ence of the mother. (or, far the U cases, the father); the dumirly terms for ;,,

presence of out side income, ant6h,i single unemployment rate. e Then sets of

additiohal variables were sequentially: added' to thiS model.' Those signlf-

icantly improVing the powdr of the model (judged, on 'the basis of .a X
2

test)

.\,14

.
were retained. The 1)!At 'important of the, - additional. -variables" from the

;

standpoint tf--ilvria.y,,are
thOsj identifying receipt of employment - related

, -i3 .

.

Few test s

4,

of st at ist ieal significance iahe material that follows



4' I

O

I have'idopted a 90 percent confidence criterion. In most cases the neces-1

arystatistics are provided for more or less exacting tests by the reader.,

Wheke noCiheluded I will be glad to provide them on request.

Movements Off Welfare

The results of, estimation of coefficients for the logit model (1)

using the OFFAID dependent variable are dramatic: adoption of the $30

and 1/3.income disregards policy clearly. reduced the likelihood that fam-,

ilies would leave Welfare, and the shift in computation procedures assoc-
,--

iatea with the California Welfare Reform Act significantly increased it.

The"basic model on which, these conclusions are based is mode l 1 in table
. s

*. I ,
.

2. Recall that variable definitions for all AFDC- G logit models are

summarized in Appendix,I.

Thy Models. All of the variables included in model 1 are part of

the basic model for the program as defined earlier. None of.the

.

'ing sets of variables, when added to this model, improved its explariatory

4 ,

power:. (a) the additional employment environment variables ERT and UP2,

(b) the "background variables" MSOUTH and MFOR, (c)'the employment services

variables, and (d) the estimated earnings variable .EARN.1/4 Model 3.in-*able

2 is model 1 re-estimated with the employment service variable MES2,

identifies whether or -hot, the mother has ever completed an ,employment:.-re-
t

! ilEed welfare service of any type. This result'is4ported for contrast

+,4

with results cited for the job-accession analysis undertaken later.

The administrative variables. As discussed earlier, the shift ih

computation procedures represented by AFDC1 and AFDC2 both served to extend

the .earnings cutoff for welfare eligibility. As a,reqult, nonzero values

for these dummies are expected to reduce the likelihood of termination.

305
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Table 2

AFDC-FG TERMINATiON MODELS

(Numbers in Parenthesee are t-Statistics)

V".

Mean
Model

2 3

Dependent Variable ,.OFFAID TERMINATION OFFAID

. 4,

,

Independent Variables:
. .

Administrativ0.

........________Procedures

AFDCI .24

AFDC2' .28

AFDC3

Labor Market
Conditions

-.25

-.2876 -.a742 -.2867

(-1.131) .(-1.718) (-1.125)

-.8638 -.5883 i -.8649

(72.740) (-2.304) (2.744).

-.0347 s :0462

(-.1126) (:1780)

4

UL1 4.8 -.1963 -.2602

Mother's Demographic
Characteristics /P

MAGE2

MAGE3

MBD1

MED2

mss

MI )1 V

(-1.167) ,(-1.849)

.93, -.2761

(-.8437) (.6767)

.65. -.0290 -.0487

(:-.1302) (-.2512)

.32 , -.3491, =.0938

(-1.480) (-,4703)

k

.93 -.1 7 '=.2652

(-.4441) (-.8,315)

.43 i. .1461 ...0838

(.7937) (.5361)
, k

q2 .
-.0968

(-1487) (-.1087)

-.0349
( -.1133)

-.1983

(-1:17a)

(- .8485)./

-.0323

-.3:476 1:-;,-

(-1.473)

-.41491

.1500:
(.8134)

-498
.(-7:43538);

or
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Table 2-continued:

0.

1' ,

Mean

4,

Model

'
-

7297

1 3

OFFAIp TERMINATION :. OFFAID

Mother'sDemcgraphic
Characteristics

SLACK , .58 -.6161 ' -.8340 -.6087
,

;'" 7 ..
(-3,568)

N.

(-5.640) (-3.506)

.. .

SHE i ..- .09 .:-.2510 ' -.4006 -.2472

... (-.8504) - (-1.619) (-.8369)

.16 . -.3209 -...2758 -.3262

(-1.153) (-1.216) (-1.171)

;

/DISAB

Famil

CHILD . 2.6' - .'2135 .

(-3.217)
YY

4.764%1, .0545, 65 .0529,

(.4070) .9275) ' (.3945
YNGCHLD

,c

'Family Income and
,t

-":Work pOerience
-144, ....,t.

,fit,

.17 .8385 74839 .8:18

(3;348) (2.322) . (3. 4).

..
.

6275.21' .6208
<2.661) (1.36T, ,682)

.1922

.A

/. (1.736) (2.1419037)

.5405.25 .5345
2.260)7;9.139) - (.9788)

OTHINC .18 ..-4322

,

OTHINCP .2070.052 ' .6161 ,6158
., (1.1588) (5989) (1.587)

, .

Employment-Related '.

t.,

t 0

-.2552
(-4..396)

-.2139
(-3.222)

JOBC

JOBY

JOBY2

L

Services I -I

, .

MES2-,-- .-I2- -.1074'

(- .440)
.

-

-1.141 -.1159 -1.13i
(-1.228) (-.1503) (t1,220) kii,

i , .

3727 3727 -. -, 3727 k..

167 237 167,

CONSTANT

o. of observatiqns

No. of terminations,
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While the coefficient of.AFDC1 has the expected sign, its arge standard

,.

error prevents conclusive rejection of the hypothesis that t e shift had

no effect on termination likelihood when the appropriate one- ailed test,
.

is a Plied. This is not true for AFDC2. Here it is clear tha the like-
.

lihood of case closure was reduced.

' For measurem ent of the effect df the CWRA the appropriate est is

not whether'or not the coefficient of.AFDC3 is,significantly diffe ent from

zero--it is not--but whether it is significantly larger than that o

AFTC2%, After October 1971 did a significant increase occur in the p babil-

I

`,ity, ceteris paribus, that a-case in the AFDC-FG program would close?
(

,
AFDC3 is significantly larger than AFDC2. The "t-statistic" for. the differ:-

ence is approximately 3,;
s .

What does this mean? At the point of mean values for-all variables

in the model the estimated probability of case clo-auresia-4)034.' This cOr-
-,

responds to a mean'duration of timeuntilloss of dependence of over seven

years in the*absence of any intervening evept such as death or foss of

qualifying thaldren. The Probability of case closure calculated at mean

values for everythiii but the administrative variables and with AFDC2 set
.

equal to one is estimated to be about .02. Setting AFDC2 to zero and
- ,

to 1,changes this to about .05 andslowers,expected,durationbY about one-,.
47J

.halfrfrom slightly over 8 to slightly under 4 rears. These duratig t lires_

must"be tr ated with caution. They are conditional on the nonoccurrencl/gf
. ...

.

theliinciety of demographic events that would cause the case to, but
.

s. C.-
. ..

which are not included in the definition of movement of aid used in caltula-
i

1 t
k

.,

titan of this logit. . 0
. -1- V '

. 4.
...

3-0,8
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Other variables. The unemployment rate has the expected sign
o

-.but is not statistically signikicgnt using he appropriate one-tailed'
.

..
.., .

test: Thy age And education variables for the mother all have large
.

.

. ;fp
9,

t1,

standard errors, and exclusion.df each set individually does not signif , -
. , 'P -

.

. . , . , .
. 4,-

fc4Atli', constrain the equation. Race is a critical factor in determid-
.

°
. .

ing.the duration of _welfare dependence. _Calculated at the point,of. ° °-

. . a...,
.

.

mean values for all other variables, the switch'from white (the excluded' `:
.- . t. ,st

. :
groap),eo black loweis the probability that a case will terminate over,,

(

a three month period from6 to 3 percent.

ti° .
. , .

The family 'size variables have two effects: 'As,disbussed above,

0

one is to_increase the ''need" of the family and the maximum amodht'of

outqide income,Or earnings the mother can have and retain eligibility. 91'

.,
. .

In addition j. large families increase the value of a mother's home 'time
, u

and the importance-ofsfers associated with welfare, such as Medi-Cal.

For all these reasons terminations can be expected to decline in fre-
,

. ;

quency as family'size increases. The value of time and medical benefits

are,prObably greater when children are young._ Model 1 indicates that

termination likelihood does decline with family size. Again, calculated

at the point, of mean values, an, increase of one FBU size lowerg

°

the likelihood of case germination by -.006. Surprisingly, the effect

seems t be solely related to the, number of children and not-tb'the

presence Of very young children in the family: - !
.

, -. ,

The inportcoce of-t,,terk experience. ThiS-mociel and virtually all .
-

the ones which folio ;un :erscote the importance of past work experience. - .

--- ,
. %.-...

in predicting whether or noctcases on welfare will close. Below I have

, 4

0.9

Lr
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ke Employment Background Probability of Closure'
to..1
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t

I

.

calculated the effect on the probability of case'V.osure over the three-month
. .

horizon offour different assumptions about employment history, again as-

suming all other variablestake on their mean values.

None .023

Held job %ore than a
year before initiaL
month of observation

Held job less than a
year before initial,

month of observation

.038

.051

/

\
4

.

These results provide some support for the II gradualitt"mddel'of welfare
.

with-

drawal: Those who have jobs and have as a result reduced dependence of public

lksistance are more Likely to be-on their way out,.

Finally, the presence of income from sourceb othtr thafi earnings in-

.
.

creases the likelihood of case losure throughout the sample period. The

changein coefficient of this term after the CWRA is large but imprecisely'

-estimated.

frIbade/ 2. 'MOael 2 in table 2 is a re-estimation of model 1 with any

.departure from wel re counted as a transition. 'This increases the num6er

fof'sta&us changes Ated by 42 percent. The change.doeS not have ae:signif-:

'cant an effect on one's impression of what is happening on 'welfare AsAita

been my a priori expectation.'. The' estimated effect of the CWRA is, reduced

-,.....

'-:-.--,, --but retains-Significant; that Of the unemployment rate is inaseased The

consequences of shifting to analysis of movements out of poverty is,much

more significant, as I describe yxt.

-

r

'41'
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C. Agovements Out of Poverty

The shift frOM.analysis of MoVelnnts out of dependence to move-
-,

ments outlof poverty produces two important result's. These are (a). "

Changes in payments calculations procedures of the type experienced in
/

California in 1971' which do not adversely affect/the likelihocid of move-

mentwinit.qf'povertyp and (b) services may make/a difference's. The re-

-stilts of the "OFFPOV" model. are reported in table 3.

Recall that for estimation of the logit coefficients for the off

poyerty`model-the sample was restricted to observations on changes'in

status over three month peripat for. households with inWalearnings and
A .

other income from nonweliare sources which amounted to less than the

Orshansky poverty standard. The poverty, sandard is related to faMily size

(atIFI,as 4-rtsult the Egefficieneof CHILD'iS large and negative in the
,

OFFPOV model), bUt it is invariant with respect to earnings treatment pro-.

'

cedures. L If the work inceritiveigrantfialcUlatiork procedures introduced

after June, 1968 raise the likelihood that families will develop their Own'

.resources, the administrative variables should have significant.positiVe

' -.,

coefficients in the OFFPOV model.

They do nOt. The administrative terms AFDC1 and AFDC3 in model 4

are not individual],y'or jointly significantly different from:iero. The

AFDC2 term actually has a statist/telly signifitant'n#gative coefficient.

4

Interestingly, While most ether results concerning variable SigW-A...."-
,

. 1

;

1 . r
was,Acance carried dyer from the DFFAID model to_the,OFFPOV mode; thee,Wdb

, . . : ,

6 'some inditation4in the OFFAID model that employment-related servi4irmake

statistically
1

some difference: MES2 has a significant positive effect on
. ,

3 1 1 .
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Table 3

P

It6G-FG POVERTY STATUS AND LABOR FORCE STATUS MODELS

.(Number in Parentheses are 'p-Statistics)

4
Dependent V viable

ridepende t Variables

Admini rative

Means

- OFFPOV EMPLOY

4

.OFFPOV

Models
5.

'EMPLOY

6 .

EMPLOY

Pro edures ,

S.

AF, .25 3 .24, -.1910 .3312 .*.3125

(-.E3309) (1.264) (1.196)

APDC2 .27 ' .27 -.4291 -.4783
(-1.688) (-1.319) (-1.456)

AFDC3 '.0278 -405 .7.1166

(.10f6) (-.3408) (7..36521'

Labor Market
leConditions '5

c

UL1
.(-

4.8 . 4.8. -.063 '
(-.6559),

.3280

(1.945)
.3206

(1.894)'

ERT ta. .0014 .13.1 13.84
r. (1.371) " (1.398)

Mother's Demographic

ziCharacteristics

MAGE1 .1369 -.2255 -.2577

(.4343) -.6681) (- .1607)

MAGE2. .64 .62. 0047
i ..

4004
..-.9688) (420 ) (.0019)

.
MAGE3 .33 .31 -.3289 .009'7. .0132

_. (-1.592), (.0430) (;0583)

MED1 .93, * .93 .0592 -.3006

(.1587) (-.8417) (-.8509)

MED2 .41 .40 .0788 .1494 .1448
(.4893) (.8075) (.*7814):

NJED.3 -.084 .074 - '.2204 .0549 .0683
(-.8549) (.1911) 4.2376r°

BLACK .58 .5T -.4825 -.2204 -.2162
(73.138) (-1.244) (-1.219) 4

3 .1,2I
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Table 3 continued :

.

Dependent. Variable

ETHER

Family Size

CHILD

\
YNGCHL'D

Family Income and
Wcrk Experience

JOBC '

.10BY ."

' JtitY2

grE.Nc .

, OTHINCP

Employment - Related,

Services

-,

MES1

HIES2

MES3

CONSTANT

d

No. of .observations

No.l`with' dependent

variable = 1'

, r.

0

Models

-

-303r

4

OFFBOV EM O' OFFPOV

.098

r

.10 : -.4444
(- 1.571)

.17
0

-:3668
(-1.491)

2.7 2.7 -.1863
(- 3.282)

.77 .81 -r0953

( -.7934)

i

r.

;13

2,

;26'

.3.8

.052

=

. .305
(5.868)(4

.26 4 .7685
(3.774)

.30 .4469

(2:060)

8 ..\3532

(1.575)

.49.45

(1.365)

.028

.11 .10 .331].

(1.667)

.020

-1.937,

(-2.316)

3516

0

5 1 6

EMPLOY . EMPLOY
/r gt

-.2901 -.2711

(- .9082) (78473:

'-e4768 -.5009,
(71.779) (-1.861)'

-.1026 -.1101
(-1.777) (-1.900)

.- .2665 -.2754
,(-1 . 908) . `(- 1:975)

1.100 1t106:
(5.315) - (5.323)

-.5329 .5464

(2.345') (2.396)

. .5608,.; :5.781

,- (1.447) (2.514)

-.8583, -.8746
795) (-1;828)

-.1417

(- .3129)

. 8868 1.47.6

(4.352) (2.982)

. 530E

(1.275)

a 4' -:.7959

'1 (4.537)

-4.092 - 3.987'-

. (-4,04); (-4.347)

3080 3080

218 '..169

04,

169

_.
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>/,, the likgiihood of termination. The difference gween this result and that

, of model:3 suggests that the effect of empl6Ment related services on

,/

.

.

household-. behavior may be masked lila model determi'lling the likelihood

of case termination which includes current job status as an independent---------

variableS. While employment-ser;iices increase the likelihood oftaking a

fo6 in any quarter, the process leavirii.dependence apparently takes

1ortger-7people ,"work their way off." Once the job..is obtained there is
.

little additional effect of the employment service as the small Coef- ,

ficient of MES2.in OFFAID model 3 indicates. But for people without jobs

such services increase the likelihood that they will obtain them and move

out of poverty while staying on welfare. The disregard' of earnings as-
.

--sociated With the work incentive provisions of welfare regullbiops permit

this, Model 1 albo.indi6aes that.people with jobs are more likely to

leave dependence. Use of assumption of employment (EMPLOY) as a depend-

ent varlablesprovides some support for this explanation.

D. Job Taking

Models 5 and 6 in table 3-are:.the logit estimation results when

the dependent variable identifies a mode frpm unemployment to employment
1.

by the head of 4e AFDC-FG household. Model is identical in structure

----173 preceding models 5 and 3. Model 6 includes the full Set o,f service

variables. At-least six impOrtant obRrvations can be made from the

ftsults cif model 6.

.1, While the effect of employment services provided by -the

WV I 1i (pa r I men t lie state crop I oymen t so ry cc` do no t directly
,-

J -



4

Ato

a-

I

. e-

affect the likelihood of case closure,-when completed they clearly do ,

a

affect the olikelihood that welfare recipients'will,take jobs. This in
$

. .
_ -

turn increasesm-substantially the likelihood that they will leave welfare.
..;

No support is ,provided.by model 6.for the.contention that non-WIN.employ-
.

ment services were superior in this; respect' to those provided ty the WIN

-progiAm. In fact, the-NWES term has a negative sign and is, rather large,'
t ,

The large standard error makes'the actual effeCt uncertain.

2. While it Is the total number of children and notthe presence

of young children that affects the likelihood of. case termination--pre-
,

on the earnings eligibility Cutoffthesumably Ns a result of the effect

presence of children less than fivegukstaptially
-
lowers'the likelihood

that s mother on welfare will take a job. Here, again, we see an indirect
4.

effect on termination likelihood running from presence of young children

to likelihood of employment and from employment to termination.

3. While the racial differential betweeriblack and white women in

the likelihood of tieaving welfare or poverty was; substantial, the differ-

ence in the- likelihood of taking a job is statistically insignificant.

Apparently all dther,things equal, black motheis are*awlikely to take

.jobs as are-whites, but once a job is found for stleh'mothers employment_ is"

,

a

less likely than for whites to bring fermindtip&pf dependence

' -1*

4. Disability counts for tore in determining,likellhood

leaving welfare. What, this meant* is that t

cited by DISAB may interfere with employment

plqyment than likelihood of

-04:"--.6

kind of moderate disability

but not marria:p.

i

1



/ 5. The employment conditions variables -have a significant impact
,

on likelihood of job taking, but the unemployment rate iiariablOas an un-

I.
-

,;..'

titi.cipated,po.sitive sign. The unemployment effect 'doftinatei the employ-,
-

.-.
_- -,_,,,,, -.4,-..;_, e '

meat rate effect; a typical change in ale'1.after-OcUld'be on the order of
r x

..

b .

.
.

.
.01-; while as the mean indicates tfie unemployment rate avefaged 4.8 petcent.

Most of the explanations Which,I Can witheth this effect have a

Furiously ad hoc flavor and the'reader will be spared,them. The problem

is rendered particularly difficult by the switch in sign of the UL1 vari-
>

able between the. OFFAID and LABFOR models and the fact that, as. 1:1" discuss

''in the next section, the same thing shows up in the AFDC-U models. '

6. Finally, the administrative procedures variabres indicate adop-

tion of the "30 and 1/3" disregard policy in I9,68, its liberalization in

197Q,' and the reduction of work incentive's in 1971 had no significant effect

on the likelihood that recipients in the ABDC-FGprogram would take employ-
,

ment. The small coefficient of\AFDC3 seems particularly important in this

regard: despite the wowk incentive-reducing change in payments calculation

and.the substantial increase'in.minimum payments'that occurred, in 1971, I can

detect no reduction in the likelihood that AFDC-..FG mothers wit' t take jobs.. In 4

_

fact, mothers appear to have been more likely to take jobs after this point
46,

than before

V. AFOC7U

Summarized, the resulOo analysis of welf.4re discontinuance among

fami es on AFDC-U is that the reduction in hours ruse for AFDC-U eligibility

.

.4,
.
apparentliv,lowerede probakjlity that AFDC-U falters take jolis and of ease

,etosurt:. A$ hefqrv, I shall review first the special restrictions imposed

r

0
- r

3
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,,--

upon the U sample fdr use here, theivdiscusathe result's of analyeis'of --.,

welfafe discontinuance amon familleS in the sample and analysis of
eis effrAA, 7..

likelihood of job-taking. The section is concluded With a brief exhrgoion
.

\
.

.. -,

into development 'of amodel for predicting family fragmentation- s
es ),

r

-307r

A. Additional Sample Restrictions ,

For.,

multivariate analysis,thelasic U sample was restricted to
. .

4....''
1 -

cases withboth mother and fatheTpresent. , By definition, families With-
.

L.A.'

out this combination don'tbelong in the U.program bUt because of inertia
,

4 s .
and departmental policy our Sample vipleecrOpiome families without both

.parents.
23

x o

The,major difficultyin'formulation of the termination model for

faMilies inthe U program arises because about seven percent of the ob-

servation quarters. drawn from the sample end in desertion of the father

from the case. I have dealt with this problem in a two-stage procedure.

Conceptually, what I do is to first Construct and estimate a model of

family fragmentation. In the second stage I analyze the likelihood-of

.- ,

case termination and job - taking by the father given that fragmentation

r
does not occur.

10,

Empirically the analysis is carried out in reverse order. The

reason for this is that I suspect thgt families fall apart because Of

. ,
incompatibility betweenihusbandrnd wife and the-exacerbating influence

of 'economic conditions. The "economic conditions" are largely those

that relate to the likelihood that the family will leave welfare should
) 1

it stay together% Thus I discuss first variables in the terhinUtion,and

317
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ow_

job-taking models and ,then the additional factors that posa-ibly-are-re=

lat'ed soiragmentatiOn.

Since terminations proved much more frequent in the U programs

than was uhecase for FG, I was able to use wherever possible up to four.
4.

1
quarters of information per family. This produced a sample size of- 3 0713r-J

fora,he PFFA1D logics. a analysis of jobltaking, the sampe was con-i
4

strained to observations begun with the father put of the labor force 'and

not ending with his desertion: this produced 2,551 observations. Analysip

of fragmentation was done using 3,296 observations. No analysis of-move-
\

ments out of poverty was conducted, because with the hours restriction im-

. posed on,AFDC-U eligibility it seemed no longer reasonable to assume that

.

families leaving assistance had necessarily crossed the poverty+ - threshhold.

B." Leaving Dependence

The results of estimationinf the basic'OFFAID model fof the AFDC-U

sample are presented as Roder 1 in table 5. Model 2 is. miltel 1 plus a

single employment services- variable. Re-estimation of these- models and

counting all departures from welfare\as terminations had little effect on
4-

the results. This is not surprising; for the U 'sample 86 percent of all,

t

closures were classified asgenuineminations of.dePendence. Mere, as

.

in the OFFAID model for the AFDC-FG sample, neither employment services

,

or'the unemployment rate at the end of the three -month period, UP2, had a

significant effect on,the likelihood/of case closure; and the terms were

dropped fromithe model. The expected Wage variable calculated on the

basis of the regressrons In Appendix III also 4ded no explanato6, power

1
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----ta-the-roodel- For the U model location of birth proved to be a sig
.

s.

icant factor in predicting terminations,' and FFOR'and FSOUTH were re-

tained.

I enjoyed semeehing of an embarrassment of riches withrtheY
1-0 )-.)-

models; it proved impossible to simultaneously include variables for oc-

cupational background and reason for termination of the,Most-recent job
.

without exceeding the capacity of available computing facilities. As a

result f added the two sets.of.variables sequentially. Classification

of occupational variables seemed-to have little explanatory power except

for the category "operatives," as anticipated. As a result, this variable

was retained, the education and ag*pecifications were re ced io produce

'room for additional variables, and th job termination r son variables

were added. The result is, model 3 in table 5. This model, is the one I

shall discuss.

The most important conclusion to be drawn from model 3 is that

the administrative changes that have occurred since 1968 have.steadily

reduced*the probability .of termination for AFDC -U Cases. As mentioned

earlier, the AFDC2 variable identifies approximately the point at which

the hours definition wasjireduced to 152, and the AFDC3 variables repre-

sents the point at which the hours definition was lowered to 100. Um-

like the case 'fat the FG 'prcgram, thechanges:beought:about by the

.
California Welfare Reform Program did not significantly alter the like-

,

lihood that AFDCU cases would close. I take the difference in df-

/
ects between programs to be the redult of the simultaneous tightening

of the,U definition.

C'

j



Table 5

AFDC-11 TERMINATION MODELS

(Numbers in parentheses are t-ptgiistf4s).
la,

Dependent' Variable

Independent Variab

Administrative
Procedures

1:1;W" AFDC1

AFDC 2

AFDC 3

Labor Market
Conditions

.111.1

ERT

/
Fathert,s, Demographic

Characteristics 1!

Mean ,
Model

J

3

OFFAID OFFAID OFFAIp

X 4/
4

1

:24 .. -.2970
(-1.74).

.29 ,-.5209

(-2.63)

.26 -.5602
( 2.711

.0657'

(.60)

C.00/5 20-.49

',(31129),

FAGE1 .96 1.0062

- -;
I

(/02)

.TAGE2 .69- I .2124

,:; 1149)

FAGE3 - , ;36

I.

.86

:39

-

.
4,4

.2876 -.3051
(-1.68) (-1.77)

-.5167 .-9.6597

(-2.61) (-3.22)

-.5424 . , -.5820
,.2.607 ,', (-2.77).

O

.0659 .1015

(.61) , (.91)

20.52 20.92 -

(3.29) ,(3.29)

.0b42

(.01590s
-

.2123
-

.1488

(1.9)
1I-4981

.:6-3.39)1.-

(-.00) 4-(3CP:

.0004.0007

.2598
..(2.04) (2-39)

.2623 ' ; .2707 ti

-.4981. -;4801
(-3.39)

3.:.0

,)



k

Tabie, 5 continued:

Mean
Model

4-

1 2 3

-311- .

OFFAID OFFAID , OFFAID

FED'3 .13 c -.0403 -.0496
(-.23) (-.28)

BLACK .44 -,.6871 -'-.6830 -.6347

(-5,02) (-4.98) (-4.76)

OTHER .19 -.0788 -.0758

L (-.48) ,4-.46)
.

DISAB ,- , .21 -.6509 P#-.6505 -.500
(-4.10) '(-4.10) ° (-3.38)

FSOUTH ,34' .2357 .2353 .2209

(1.70 (1.69) ' (1.58) '.

FFDR .07 .5990 .5983 .5139

(2.78) (2.78) (2.68)

Family Size

CHILD
.

MG0V_

-Family Ilicome and

Work Experience'

JOBC

JOBY2

0111INC

OTHINCP

mployment Related
Services

FES1'

..FES2

1-

3.0 -.0460 -.0458 -.0385

(-1.36) (-1.35) (-143)

1.2 , -.1198 -.1182 -.1204

(-1.87) °(-1.84) (-1.,85)

.17 .9085 .9058 .9165

(2.39) (2.38) (2.18)

-51 .6846. ...6765 . ,7.265-.

(1.86), (1.83) - (1.80) -

.28 .0709 .0703 .0925

(.18)- (.18) (.23)
,

.8954 .8878 -' .7630

(6.23) (6.15) (5;10)

.04 -.3944 -.3953 -.2793

(-1.28) (-1.29) (-.90)

.28

o

-.0760

lw. (-:62)
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Tab e continued:

4

an
1

'Model
2 3

` OFFAID OFFAID

FES3

0
NWES

, Reason for'Tekmination
;.

,

. and Operative

.17 1.3722

(2.86)

OPER

NOWRK .07_ . .1460
(.52)

'FIRED .08 -.3800
'4(-1.68)

QUIT .10 -.1529

(-.77)

-STRIKE .01 2.356
(5.41)

HEALTH -.3511
(-1.52)

MISCRT
r,

.17 -.1158
(-1.69)

CONSTANT . 1.9 -1.995 .-2.196
(-3.03) (-3.4p1) (-3.35)

NO of aserVatiofis 3,078 3,078 3,078

No. with dePendent-

\'

=-1 471 471 471
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, 06 ,. 4(

, In the,'U models the estimated coefficient for the unemployment`
/

.

ratehas the wrong sign even in the OFFAID equation,'%ut ibis ste.-:

tistically insig nificant: Also unlike the FG results, the employment rate

. . . .

change variable, iERT, is significant* related to the likelihood that.

A ..

cases on assistance will leave. For, the Um podels ersonal

:

characteriatics
( ,

. .

of the father had greater importance than was the case for mothers on-.FG;
(

. k / 'O.
apparently having a high school diploma significantly increases closute,

, , o
.

.
. ,

,

.

while a case with a father over 35 is significantly less likely to close,

ceteris paribus, the case with a younger head. Being-black here also
.

I
makes a difference: at the point of mean values for other variables the

shift from "white" to "black" lowers the likelihood of case closure from

.16 'to .09. The,estimated prabability,of closure at the point of mean
,

values for all variables is .13.
/

Location of birth seemed to have some eIplanatory power for likeli-

hood of case closure. Families headed by en born in the South or abroad

are more likely to leave welfare ,once on than-are families headed by-men

born in, for example, California, Partial dia-AbilitY

hood of case closure. The disabilities marked by ,DISAB cannot be very

significant; if they were, the case would be classed.as "n," ,

.9

Paradoxically 4-number of children in the family does not seem

to'be significantly related to case closure for U eases. This appears to

be evidence in support of the idea that it is the hourstrule, not the gross

earnings cutoff, that makes the greatest difference for likelihodd of

welfare termination for these families. The coefficient o YNGCB1D

significant but small; here again my impression from talkinimith.peOple in

/
the welfarev-department is that it is possible that the Medi-Cal benefits

are especially important for families With small children.
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I a

Fo'r men.on.,.AFDC length of time since the most recent employment
,

. . .

atells great.deal about litelihood of termination.' These results in-,. . ','A-
dicate:tbatif a man tas not held a job within a year, his chances of

a_
_-/
leaving welfare are not significantly different from those of a man who

I

has no significant wor%histo.ry at all. As was the case for AFDC-FG, a

faMily headed by a person in the labor force, even though currently on

welfare, has a high piobabili,ty of leaviqg dependence. At the point of

year to one ho is

currently working alters the estimated probability of case closure over

three months from .08 to .17.

As indicated by the variable for operatives, all other things egil

and.family headed by a man who has been a canner'or other. operatige
1

significantly more likely to terminate than is a famtly headed by a man
- _

.111,-
with any other profession.

The reason for most recent termination varia es prov,ide,slightly

more information concerning likelibood,of_termin tionthandid_those

.1 -identifying the actual nature of the lob. :The excluded roup

jcslaSsification is made up of workers "laid off;" pe ons currentlyworking

J

are counted Inthe'sJOBC classification. ?itbo prior specification (per-.

mitting a one-tailed test) most of these variables do not have statistiedlly

significant coefficient. A pfiori prediction on the4asis of reading cases

would have been that men fired have trouble finding new jobs and that men

citing health,problams as reasons for, quits do also; thil is born out some -.

what By HU- (-twilit:lents of the corre sponding variables. The; one sure .bet

:,fit the Alaideda County 1461fare Department is that if d%cage is headed, by a

3 4(

4; ,
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man on strike it will soon ClOse. At the point o means shifting from

,!,"laid off" to , "strike" and assuming, both worke have "had a job within

the year raises the probability of case closure within three months

from about 10 to 60.percent. Refugees,frOm several stri es, were picked

up in the sample, but the major group were provided by,the,United Auto-
.

-workers during the general Motori'sttike.of 1970.--''.
;

. I-
,

...,

For the AFDC-U sample the presence of other income also raised

the likelihood of case closure. Here there iS no significant post-CWEA
., - , .

effect.',

C. Taking Jobs.

. k
For, the two models in table 6.the chafige'of state analyzed is

r . .

*taking a job." Again, bothjo1777ssions that bring about departu re

.

,

i z... -- ,

from welfare, and those which dllowthe family to r main on.assistanc

.4/

are counted as changes:of state. Not surprisingly, the results for

this are not much different from those for the ()MID model, since for

this group the two are much more closely connected than is the case for

the FG population: .I shall concentrate only..on those conclusions that'

differ between the two models or that can be more sharply drawn on the

basis of these results.

For taking jobs the EMPLOY equation again indicates thqt the process

of tightening of, tfib hburs rule-,fOr AFDC a-eligibility seems to-have
. ,

a

subs.tantially reduced the likelihood of case 'closure. For bilis depend-
: .

ent variable the coefficient of AFDC3-is smaller tWan that for AFDC2,

lie

1\

,Although in model 2:the difference barely'misses st tistical signifi- .

,

Once. Model 2, which inclufts the variables identifying reason for
,

I

; er.



Table 6

AFDC -U EMPLOXTIMODELS 4.

(Numbers in parentheses are t -statistics)

Dependent Variable

Independent Variables;

, Administrative
Procedures.

1

AFDC1

.) s'

AFDC2

o'AFDC3

Labor Market ;Conditions

UL1 ?

Y.

ERT.

a

Mean
Model

1

.24

.29 .

EMPLOY

-.1235
(-.72)

-.3770
(-1.86)

.

EMPLOY

,,,-.182 :
( -.74)

-.5035'-
(-2.'40)

.26 -:1-5886

(-2.62) (-2.60)

4.8 .000
(.00.)

'
:034 9)9

:.0014

Father's Demographic
0

Characteristics -

.

FACE1

FAGE2

. 0

FAGE3

TEDI

FED2

rED3,

r
4

'19.25 ,41* '.19.50

(3.09) , (3.07) .

*22

A.:1'
. ,.0 , , A'r

0 .96 .0874,

1(.31)

.68 .1461
(1.00)

,35 -.5343
(- 3,.53') 03-..37Y

-

(7.25)

.0703' .070
(.53.)

A

.12 .0053.

(.143)

(,66)
s"



---1

Teble 6centued -_

-,Mean

?

a

EMPLOY'

BLACK-
.43 74877

(-1.36)

OTHER .19 .0652
(.39)

DIpB .21 e -.3977
(-2.63)

FOUTH .36 .046

. ti

(.36)

FOR .06 .7766

(3.33)

Family Sze
6

'EMPLOY

-.1689

(r1.20)

.0784'

(.46)

-.2541
(-1.62)

.0531

(.381

- (3.03)

-

mina-. , 2:9 .0247 ''' .0390

(.74), ,i(1).20)

yliGclux ,''' . 1.2' i .2174 -.22'69
...

,
' 0.3.33) , (-3.45)

Family;Indeike and

Work Experience h.

t ,°"`

JOEY 7-
.62 .2097

(.70)

JOBY2 .34 -.2149

r ------- (-'13.9)' 1'

' OTHINC ,- r ,17 -7T .7177
.......- (4.86)

OTHINCV' .04 7;2789

%... ( ''85)'

. 40
Employment- Related it.

Services

\"-e ' FEI .10
1

FE$2t
33.

%Ng
.28

IMO," -11. ,om

r-.2.511
(1.44)

-.2467

(-,1.07)

.1767

(:54)

-7.1963 i-

(.61), . -

.5516

(3.58)

-.1758
(-.53)

O

V

Ow 1 ..... . 11.0,

.

.2907

(1-66)

-.2297

:-.- ,



Table 6 continued :

37,

. FES3, .0

.....--

,g NWES

Reason for Termination
o

and Operative

OPER

.

NOWRK ... .-

$

O

O

Mean
1

Model

EMPLOY

.10 ' . .2894

°

'(1.37)
.

.18 ' - ;-4981

,(2.10)

i . .

.

.18 0

. .09 -

2

EMPLOT,',.

.31,1§ -

(1.47)

:4865

(2.03)

. 0216 .

( -.15)

-.2447'
r) . ,

7., ( .96) .

.

C 4

O.

-.55
J.

FIRED
.R.9

S

-.5563
(-2.61)

QUIT - -.4732
(-2.48)

ri

STRIKE_

HEALTH

MI SCRT

CONSTANT Alp

-No , of observations

No itb. dependent

= variable = 1

.01 2.217

(-2.45)

---,I_ - .27 OW

(-1.70)
4

'vq.
1 - -1.318 -1:19

,e

.

(-2.07) (-1.9
_ ,

2,551 4 "1,551

I

456 456

r

328
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.,.te.rminarittn from most recent job, shows much less= effect on the.

,,,,
,,,

hood a-termination'of the move from AFDC2 to AFDC3 than does model 1.
.

I suspect this difference Occuis>because of the General Motors strike

''during the AFDC2 period.. This strike. was telatively ortlived.

Again, ip both'EMPLOY models the coefficient of the unemploy-.

tent variable is not statistically significant, but that of the employ-

ment rate change variable is.. Having-a high school di oma, while seen

*,
above'to affect the likelihood that AFDC-U cases wil'J

A
k cl se, does not

. .

seem ,to significantly affect the .likelihood .than a mail 'without a job

will take -one. This perhaps indicates that education primarily affects

wake and nOt.propensity to work. The same affect may be operating in, _
1, .

.

connection with the'BLACK variable. Again, the .effect of race on like-
.

0.ve

----:7-1ihocid of job-taking is not signifidant, while'race was extremely im=

portant in predicting. case closure. Similarly, having been an operatiVe.

does not significantly'enhdride'likelili8ad that;S man will get a job,

but apparently Once-one ,is obtained, it is certain.to pay well enough

'to bring about welfare termination.
, .

Perhaps the'most ntereiting,differenceitbetweenjhe OFFAID and

**.
. tABFOR logiti,oeCurs in thi6 "reasons for termination" category. Closures-- '

:,involving a firing, quiting, citation of health problems, and even the
, _

-;". 4
"miscellaneous" category,are all Signifidently inversely related to the

'1.ikelihoOd oriSking up-a job. 'ApparePti4r-Suchmen are-SignifiCantly less

,laely to take uveven part-time woAr than are those who are laid ()if.

.'Here, as; in the employment models for the AFDC-FG,popu1ation, em-
.

. , 0

`'plo"yie4t'servieS have a significant effect on the likelihood.ofjob7taking
i 1,,

t

3 26,
.

4 -t.
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by recipients. However, the pattern is much different in the U models

than was the case for FG. Judging from the pattern of coefficients, it

is principally_current enrollment in an employment service that counts.

Those services completed in the'past which did not lead, to immediate employ-

,.
4

ment have little effect on the likelihood of job finding in the future.

Those recipients'who,received employment services outside the WIN program

are an exception. For them such services, once completed, made an import-

ant difference in)theqikeliHood of case termination. ThUs while WIN seems

to have helped the employment potential of. AFDC -FG mothers, these estimates

indioate that/the county on its own was dping a better job'for AFDC-U
, , .

fathers.

The qualitative difference in these services and reasons for the

N- non -WIN differeritial are analyzed in a f6rthcoming dissertation by

Gerald Silverman.
24

Until the full story on those services Can be developed,
44,

firm conclusions are inappropriate. One point, however, seems clear: For
0

proper analysis of the impact of services on dependency,: it is imperitive
z 14

that the sequence of changes that lead to family independence be disaggre-

gated.. In particular:one should distinguish between the move to employment

64'

and the move from welfare.

/

D.' SteyAg Together-

.

Over six percent of fathqrs in AlameNounty AFDC-U cases at any

pOrit in time Will desert tllisienily_Wit14 three, Some return;

, .

4

many do not. There is some ',(largely anecdotal) evidence that a ahare of
/ )

those vparatipus Caav place to avoid the hpvrs of eilprOymeut rule, for
,

AFDC -ti (.1 tp:t t y 'For csample, tallier may leave hls.family to Lake a

330



ID

-321-
-

relatively short-run job that would, if he did not "leave," cause them

ire 1
-

to lose eligiblity. He may actually beiliving next door.
25

Because

it involves frtud, not inueh is known about this phenomenon, "%netheless,

` the numbers are clear: an exceptional amount of family dissolution occurs

in AFDC -U.' This is paradoical given the 'fact that AFDC-U was:originally

.

established to avoidthe family dissolution incentives thought
.

to b cre-
,

ated by denial of assistance to two-parent families* .

In table 7 I report the results of a logit equation in-which like-

lihood of family fraimentation is the dependent variable. As might be

expected, such changes are difficult to predict. Some interesting re-

Lationships do appear, howe;mr. I discuss the variables in the order they'

`appear in the table.

Administrative procedures for benefit calculation and determin-

ation of U eligibility do
.
not significantly affect the likelihood of

I /-/ ,.-

.

fragmentation. The same is true of the unemployment rate.- However,.these

results indicate that when employment in Alameda County is increasing:

the fragmentation rateon AFDC-U actually &des up, not down. This is:/con-
.

sistent with the father - leaves- the- family - for -;job story mentidned above.
r

But I am anxious to emphasiie that this hypothes skis very tentative.

Fdrther study of households which fragment during an employment upswing

should reduce the uncertainty.
,-5

I

'C .. , , .
The fragmentation model was estimated using the largest sample in'

-0 .6\ , . -,
;

the study, ,.1!a this constrained the number of indeiendent variables that

A could be employed. I reduced the age and educatiol) specification on the

6



Table 7

AFDC -U FRAGMENTATION MODEL

"The Dependent Variable is FRAG

MEAN COEFFICIENT t-STATISTIC
s

Independent Variables,:

Administrative, /

Procedures

AFDC1 .24 i -.2632

' AFDC2 ,

,../

AFDC1

.29

.26

-.2772

-.2539

Laboei.farket Conditions'

UL1 4.8 .0565

ERT- *0015 13.96

k.
.

-1.09

- -f.oz

-..94

Father's Demographic

.4

,69

.36

.13

.44

.18

I

-.3458

-.5076

-4 -.4083

.1726

-i699

Characteristics

FAGE2

FAGE3

FED3

BLACK

OTHER

DISAB .20

FSOUTH .33 -.2642

FFOR , ;07 .3317

Length Oi,ilarLage

MAR1 .85

MAR2 L .50
I ,

MAR3, (,, .30

"U^
Pre4ancy, 11

.11I'REC

I (

PREPREC , .49 ,0890
.

,

$

1,

.1

. .38

1.64

-1.69

- 2.03

-1.68

1.00

- 1.44

- .83

-1:39

.88

.67

- .70

-1.94

L11c2.49

,.t56
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Table 7 continued:
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Mother's Status at

MEAN
=7

COEFFICIEft t- STATISTIC

D'

4

Case Openipg

TYP2 .12' .2149 ,92

TYP3 .55. -.2042 -1.06

Other Income

.16 -.8181 -2.41XffIEURf A

OTHINCP .04 -.1833 - .26

CONSTANT 1.0 -2.021 -2.79

No. of observations 3296

No. with dependent
variable = 1.0 218

Or

6
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basis of one preliminary run in which only these variables and those for

administrative procedures and.labor market conditions were included. The

results in the table'are similar to those in the preliminary trial: families

with older fathers and those with fathers who have some edilcaLon beyond 61e,

. f

high school level are, oth things equal, less likely to fragment. Beyond

this, the only factors that are certain ta 'reduce likelihood of'termination

are more,-than 15 years of marriage, pregnancy, and other income.

In addition to the effects I have singled. out, there is considerable

material fok further investigation or speculation here. I detect no "shot-

gun" effect; marriages which:occurred at the time of or following first ".
e

pregnancy are no less secure than those which occur pd before. Families in

which the mother went on welfare as a result of the birth of her first child

do not appear more likely tQ fragment than are those in which the mother came

on at some later point in her life. I suspect a sociologist could devise

stories to explain the siable negative coecient .on the FSOUTH,variable.

The-principal conclusion of this foray into family fragmbtafton is

, 4that such changes are not3entirely'random events. It is' possible diet further

4-

research here can clarify the relationship between family dissolution and the

labor market, since this seems particularly significant. It is possfle that

these desertions are,a product .of the "hours" rule, for AFDC-1T elig, y and

would diminish if only aneeds criLrion were eihOloyed. 'However, even if
fo. ;

1 I

1
; .

, ;

such a change took place, incentives would killbe,preset-for:faMily dis-
,

;

--Solution; since such 'behavior would allow combination of wo incomes. is

01.
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'VI. Summary

.7
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Since I have summarized most points at intervals within the body,

of the paper; I will confine my comments here to a discussion of the

major conclusions and then point to one implication for future research.

-The most important conclusion produced by,this work is that changes

"4 in work incentives incorporated-in the payments calculation scheme in ;'

California have had'no observable effect on the likelihood of job-taking

by recipients or, for families,on AFDC,FG, of leaving poverty. The changes

have reduced the likelihood of welfare termination. Three qualifications

to this conclusion shoud be emphasizO. First, recipients may not under- .

stand the operation of the earnings disregard. If the procedure were ex-

plained thoroughly to-them, behavior might change. It would be easy to

design an experiment in which this hypotheiis could be,tested. Second,

I have shown elsewhere that the county partially, offset th4ffects of

the legisfated work 'expenses throughout this,Period by steadilytighiening.

treat k.vent of wor expenses.
26

Behavior, of recipients might differ if, say,

, .0

t'he system were shifted to a uniform alloWence. for such costs. Third,

comparison of figtires 2 and 3 indicates that changes in payments procedures
a

were closely associated in timing. with changes In trends in unemployment

:rates. While I have attempted to control for'labor market conditions, my

, .

unetplOyment variable isn't Very good, and it is-possible that some of

',these reaultS might change should an indicator more appropriate to the .

.
)

. environment fsCed by the recipientall the sample be devised. .
,, . :

' i

. ,

..4 second conclusion worth re-emphasizing is that employment services,

. i-,, -,

*amen when measured as crudely as is'done here, seem ton make a difference.
. , f 4

i :

1

1 .

.
)

' X35
1
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A

This effect is det cted primarily when atteniibl is shifted from likelihood

-of welfare termin tion to likelihood of, obtainobtaining a job. To my knowledge

mine is the first
/
attempt at this, and further work in this direction should

be fruitful.

Finally, I havec,ha e rouble identifying the effect on recipients Of

California's progressive constraint of the restriction placed upon hours of

work per month permitted by AFDC-U recipients. The results of the U analysis

appear to indicate that this restriction has had disastrous effects for termin-

ation probabilities. These effects are not apparent in cross - tabulations in

which no'control exists for the changing demographic composition of thelEase-

load.
27

The importance of payments scheme and demographic factors for welfare

terminationsin this paper suggest that analysis of behaviot of recipients

based on samples drawn from different states may be complicated by the sub-
,

stantial interstate variation in 'payments calculation procedures. Crude in-

.terstate comparisons of welfare turnover are also likely to be
c

substantial differences in caseload characteristics'exist..

zardoils if

A

The basic hypothesis on which this "paper was based wa that something

, .
'could be4earned about changes experienced by families on welfare nd factors'

influencing these1 changes from looking at case files. Asessment of"proof"

is left to the reader.

./
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But not insignificant. See Albert Rees and Harold W. Watts', "An

Overvisw of the Labo Supply Results," intpJoseish A. Pechman and Micnael

Timpane, (eds.), Pork Incentives and Income Guarantees (Washington: The

Brookings Institution, 975), pp. 60-87'.
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2
See Frank Levy, "Probability Of AFDC Case Discontinuance bY!amity
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Evaluation, Social and Rehabilitative Services s: of.lrealth,t .;,
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4I have described the operation.of the AFDC program in CslifOr

'considerable detail intwo separate wOrking piPers: gee MichaelW n

Frederick Doolittle, "The California Welfare eforM A8t: A Litigai
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Department of Economics WOrking Paper No. 71, University of Calilor, a at ,L

Berkeley, July 1976 and Michael Wisetan,"Cou ty Welfare: Casilaad'GOFth

:and Change in Alameda County, California, 1967-73," Department a Econom

Working Paper No. 72,:University of Californi at Berkeley,--July,1976.."C
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;Doolittle.
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5For an example of a case qualifying for AFDC-U on the basis of.
mother's unem loyment, see Michael Wiseman, "The Alameda County Wel-

fare Sample": G aphs, Tables, and Stoes," Department of EconomIcs Work-
ing Paper No. 800 UniVersity of California at Berkeley, July 19'76, p. 70.

This paper is cied hereafter as 21Graphs."

6
The pa ent schemes are scribed algebraically in Wiseman,

"County Welfare, op. cit., pp. 124..

1 See WisemanHand D little, ,op. cit., Section III.

-8
iv

.

Narrate examples of case histories appear in 'Wiseman, "Graphs,"

. pp. 55-82.

9Data collected for cases sampled from the welfare rolls for
December 1972 extend to December -64 the following year.

10
,.- . One of the best exa les10.s Michael J. Boskin and FrederickC.

Nold, "A Markov todel ofTurno r in Aid to Families with Dependent
Children," Ph ournal or 7fuma Resources, 10 (4), pp. 467 -481.

11
Source of the'Roverty standard

"Characteristics of the .Population,Belov
Current Population Reports, Series,P-60,
index was deflated to March 1970 dollars

12
Wiseman, '"County 'Welfare," .o .I

13
See Wiseman, "diaphs,P. 31.

14
Wiseman, "County Welfare."

was U.S. iureau.of
the,A0ertY Level:
.No. 102, Table A-2
using the consumer

the census,

1974,"
. The poverty
price indei$000.

4615These numbers are taken from U,S. Department of Labor,,. Area

%.Pre06. in Etployment and Unemployment, various issues.,, , ,-

16JOs 1

' eph C, Ullman, "How Accurdie are Estimates Of

Unemployment ?" Industrial and Labor Relations Review, V01

v,Pp.A34-52.

l7This was'd6ne ialpart to justify GeraldSilverma
lion that set-vice effects on.detiendency had been imprOper
Alameda County by the' General Accounting bifice. See Mic

Gerald Silverman, "Evaluaeing Social Servfes: Did the G

Help?" A,01a1 ;;..'rVice Review 40S), pp4 315-326
t

3 3 8

Mate and Local
.21,6 (April-1963).

n'S and my conten-
1!/ asi:;614sed in

hael Wiseman and

eneral Accounting
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In khe Califoynia Welfare Reform Act" I have argued that,

official state statistics on\gutside income are probably biased also'

by this tendency. See Section TV of that paper.

45,0 1§I.used 'Ban McFadden't QUAIL program on the Lawrence Berkeley,
4

Laboratory's CDC 6600-7600 system for .thiswok.

20L. A. Goodman, "Statis ica1 Methods,for tht Mover tayer

Model," Journal of.,the American S tistical ASsOciation, 56 (1961),

pp: 8.41 -868. fr 0

21See Rydell, et al., Welfare CaseleadNDynamics in Nsw York

City; p. xi..'

22 -
See note 11.

#23See Wiseman, "Count Welfare," p. 52.
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24Gerald BilfetMhn, The Other Program; AFDC-U in Alameda County,

forthcOming dissertation. School' of Social Welfare, University y Cali-,

fornia at Berkeley.

25Such a case was uncovered by the Oakland Tribune and described

on the front page of the paper's October 1, 1970 edition. .

26
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APPENDIX'

AFDC-FG MODELS VARIABLE, CATALOG

The sample iA made up of pooled observations on status IOf families
' in the AFDC7FG caseload in Alameda County, Califoinia,v at varidus times
between January 1, 1967 and December 3L, 1973. Households not satisfying
the following restrictions were deleted. The item reference's re to e-

afic variables used in applying the restrictions-ass designate in the
codebook for the sample.' Details of observation definition 4 e.given in
text.

GENERAL RESTRICTIONS.

Restriction Source

1. Families all included
mother

Item'2-5 # 0

2. FaMilies included no ,-Item 2-6 0 1, 2
' man in role of spotse

3. No evidence existed
of fraud

Item 1-5 = 0

DEPENDENT VARIABLES

44.
.

Three dependent variables are employed: (1) off welfare, t'2) cute
of poverty, and (3) employed. Each variablelqs dichotomous. Use of

,.,., .

variables (2). and (3) involved additional sam e_reOxictions. The vari-
qmr-

. ,

Yn .:able definitions are detailed below.

Dependent-

Variables

Circumstance
for which
Dependent

Vatiable = 1 .

( =0 otherwise)

' .

OFFAID: l'ItF441y;fierlonier
depepdent at
end;or quarter

OFFPOV Family income
minus assistance
exceeds'poverty
standard

(

i

(

4'
Source and`
Criterion.

= andApm
-6111 or 6-12 0 1, 32-39,%,-
'52;17, 79, 8144;436-88

;

Application of OrshanskY
poverty critetlion to

family income at end Of
quaiter net ofttr s-

fe4,.2 If OFFAI
OFFPOV4*1

r- 1,

,

Additional
Sample

Restrictions

Restricted to
families Oot
(by same cri-
terion); at be-

giklpinpof
Oareer

I

r1'
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DEPENDEgTVARIABLES--Continued

A I

.-,Circumsfante

Dependent
for which

Variable f

.
Dependent

Variable = 1
(=0 otherwise)

Source and .

Criterion,

..tEMPLOY Mother has , Item 6-32 F 2 and Item'.

job aeend.ot 7-14 = 4, and/or

quarter OFFAID = 1 and Item
6-11 or 6-12 = 3, 7,
11, or 90

INDEPENDENT VARIABLES

The independent variables used in one or more of. the estimated

models are listed below. Only the hypothesized effect on OFFAID is-speci-
.

fically.cited. Expected effects,of these factors on EMPLOYfand4OPPOV are

descrilied in the text.

-331-

Additional
Sample.

Restrictions

Restricted to,

families with
mothers not
-holding job at
beginning of
quafter (Item
3-5 = 4)

e V

Variable
Name

r.

CONS CONS = 1 for all observe-
tions

Effect on Likelihood
Source. 4 of Termination )

(ceteris paribus)

Administrative: Procedures Dummies

DATE E Sample 1onth of Observatidn''

AFDC1 = .33 if DATE = 5/68j-
= .67 if DATE = 6/68 °

= 1.0 if 7/68 < FATE < 12/69
= .67 if 'DATE = 12/69
= .0 if DATE] =, 1/7.0,`

, =,13 otherwise

AFDC2 "4 .33 if DATE = 12/;9
=",.67 if DATE = 1/70

= 1.0 if 2/70, < 8/71

..67 if DATE =;8/71
.;i3slf DATE = 9/71

= .0 otherwise

AFDC3 = .33 if DATE =.8/71j
= .67 if DATE = 9/71;
=,1.0 if. 10/71 < DAT8-

= 0 otherwise

Items 1-1, The useffitilients of'AFIDI 1

1,2 and AFDC2 are expected to
.be negatite, with that of
AFDC2 greater in abate
value than that of AFDC1.
The sign of the coeffi
,cient of AFDC3 is'ambi-
guous, it will be smaller
in absolutesiie than.
that of AFDC2

Excluded (reference)'-
period is 1-67 - §768.,

s

a

U
awja,,

1,
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Viiiable
Name

ULl

UP2

ERT

enn

c

fp

INDEPENDENT VARIABLES -- Continued

Definition Sourpe

.

Labor Market .?Conditions

Tan:FAnciscO=Oakland
S.M.S.A. unemployment rate

for DATE 1 ,.

San Francisco- Oakland

S.M.S.A. unemployment
rate ,for DATE + 2

;

ff cw

Effect on Likelihood
of.Teindnation

State'em- SuM of coefficient
ploymtnt, signs for UL1,.UP2

service should be negative.

data3 -Caefficient of UL1 May.

be positive.

Change in Alameda, County State em-

*
employment rate in non- ploymenr ,

governmental employment service

covered by the unemployment Nata4

nsprnce'sistem betwqen
DATE + 2 and DATE%- 1

4 n

MAGE1 .

Coefficient
be positiVe

Mother'd DemographicCharadteastics
.
MAGE E Mother's Age-at Begipnfng of Quarter

1 if MACE> 20 Item Likelihood expected

2-29, to-diminish with age

2-30

should

.= 0 otherwise

).J74-liii !MACE > Z6,

= 0 otherwise

= 1 if MACE > 36
0 otherw&=

. \

Excluded grail!, 'made

up of-mwtheks-lega-)
than 20 years old'

MED E Mother's -Years of Education

=s41:,--ff MED > 8

= 0 dtherwise

= 1 if =MED >'12
= 0 otherwise

MED3 = 1 if MED > 13

BLACK = 1 if mothei black
= 0 otherwise

OTHEk ,= 1 if mother other nonwhite

or Chicane
= 0 otherwise A

t

3 it

Item Likelihood expected

2-33" ,:id .increase with

*Item ,

1

a

education

EXcliidedgrOLP
up of motheeS with
less than eight grade
education

4.

r.

-
1.
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;
Variable
Name

MSOUTHt

_INDEPENDENT VARIABLES-r-Continued

Definition

=,1 if mother
0 otherwise'

MFOR = 1 if bother°
= 0 otheiwise

DISAB

J
Source

born in South Item \2-31

foreign born Item 451

= .1 if mother disabled
- 0, otherwise

Family Size

. CHILD Numker of childrentin family

YNGCHLD 1g er of
th 5

Item 9-13

Items 2 -8,

2-9, 2.-10,

T-11,'2-15

0 -333-

Effect on Likelihodd
of Termination

unknown
)

.Unknown

Likelihood, should
decrease as.

number of 6hildren;
especially young

chifdren leas_ 1. Items 2=8; poes,-increases
2-9

Family Income rid. Work Experience

MWAGE Estimated potential'weekly
earnings pf mother

JOBC = I if mother employed at,

~beginning of quarter ir,

----------_otherWise .

4'

JOBY. = 1.14 mother not employed.
7--\ at beginning of quarter

but employed within.
preceding Year.

= 0 otherwise %

JOBY2 T

)

..

OTHINC

1 sif mother' not employed

at beginning of-quarter
or in - preceding yealbut

has employment experience

if family haa'income fiom Item, 5728
source ottierthan earA-
irigs or AFDC,

otherwise,

.

0

= OTHINC*ADFG3

Regressions Likelihood of
reported in termination po*itiirely

)Appendix III related to expected -

Wage.

Items 2-35, Amployatent'experienCe
2-37, 2-41, should increase

likelihood o rmi7
- ndrign,

,

Exauded'group has
,ettployment exper4nce.

,4

, -ail 3

t,

+

Effect ambiguous

'L,
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Variable
'Name

As+

.//

INDEPENDENT VARIABLES--Coptinued

A"--)

r
Definition S6urt

Employment-Related Services
.

MES1 ='1 if mother receiving em- Items 4-30
p oyment-related service seq

t time of sample
= 0 therwlse to'

'MES2 = 1 i mother,enrolled in and
completed-emploYmept7
related service in past- .

= 0 otherwise-

.

MES3

ft

NWES

'LC

v

4

= 1,if mother enrolled
and completed >
effipioyment-related

services in past,-
= O'otherwi,se

= 1 if mother enrolled in and
Completed one or.more_

, Non-WIN employment*.
related services in past

-\

= 0 otherwise

1

'

4. Cs

........,_,_ ........
a

--' )1 :)

,. ; .r

1.10; .; 1

? :

a

.KhH

/
,

r.

.1

r .

,

;

,i

Effect on Likelihood'
of TerpRination

See text

.

p.

r
-

I

1

%

a
1

mr.

,

.

,



,.

FOOTNpTES TO, APPENDIX I

0
.4 ^--"*--.---1-."

IR. Booth and M. WisemandSme DynamsceProject boiinty4ielfdre
Sample Variable Location and Codebook (Berkeley, California: 'University
of California Institute of Business and Economtic Research; 1976): I

. , . , , . _ .

4 hale included refetencqs only for the first quarter. .For quarters
.subsequent to the-first all variables were ppdated and the restric- .-

v)
'tions re-applied. .7,

4
2

44The poverty cutoff was taken from U.S. Bureau of the Census,
Characteristics of the Population Below the POverty Level: 1974;"

Current Population 44epor.ts, Series P-60,''No, 102, Table A-2. The index
was converted to constant (March 1970) dollars using the consumer.price

Index. 4

)1
3
Data collected froni,erea Trends in Ehpldyment and Unemployment

;(Washington:_ U.S. Department of Labor Manpower Administration), various"

.

4
The employment, rate Vgriable is, the change in the ratio of_

employment,in selected industries topopulation in the 18-64 year...age
/range for.Alameda County over the three -month time epanscovexed-by each

observation. Employment data were supplied hl:the California Employment
Development Department and cover onlyindustries withoWorkers covered
by thelunemployment .insuFancetipnefit system and_whfch had such coverage_

throughoht the time period cavered'by this,studY. 0.0"

- w

a

4 5.

. .
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(4 APPENDIX LI

-g ;-,4

'AFD -U MODELS VARIABLE CATALOG

.. .

e is, made up of pooled time-series and e oss-section'
a1 tatus of families in the AFDT-U caseload,in Alameda''

Cdunty at various times between January 1, 1967 and December 31, 190.
Households not satisfying the restrictions belOw were-deleted. The
item referen es in this table are to specific variables used,in applying

)1°

'bhe restrict ns as designated In thecodebooks for the dample.1
,

: -' /

GENERAL RESTRICTIONS

:Restriction Source

1. Families all, include both Item (2 -5) # 0
father and mothers

2. No evidenEe existed of fraud Item 1-5 = 0

DEPENDENT VARIABLES

Three dependent variables are employed: :(1) lamily fragmented;'
(2) off .welfare,. (3) father employed.. -EaOh-vallableJigc-dit'hOto= t.

:Use Of variables (2) And (3) involved additionak*ImplejOstric-
tic:as,' The ,variable definitions are detailed beilow. Itemreferences"

sAre to the sample codebook.1
>

, 0 4,
1 Cir u stOce

for la
Dependent

(=0 otherwise)

Dependent,

Variable'

Father leaves
homedding

,Family no

*longer dven-
dent at dnd
of quarter'

J

Source 'and

/Criterion

Additional
Sample'

-.;,Restrictions
0.

Item6;40 = 0,2, 3 None ,-

Item 6-9 = 0 and Item
6-11 or .6-12 = 1, 32- together.
9, 52, 77, 79, 81-84,

66-88

Family remains

Tether has
.job at end
oquarter

-

Item 6-33 = 2 ao
Item 7-26. =

Father not .

employed at be-
ginning of quar-
ter & family re-
mains together



;

4

INDEPENDENT V lABLES,.1,
7,

.. ,".-

e..r

4
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The independent variables used in'one or more of the estimated
models are listed below, r.Only the hypothesized effect on OFFAID is
-explicitly stated for variables other than those related only to frag-

.

mentation.. Expected effects of these factors on LABFOR and FRAG are
discussed in the text.

Variable
Name ,

;

CONS

.

Definition

CONS =1 for all ophervi-
tioris 1

Source

Administrative Procedures Dummies

DATE Sample Month of Observation
j

AFDC1
.33 if

DATE g' 5/68 Items 1-1,
= ,67 if DATE = 6.68, 1-2

= 1.0 if 7/68 < DATE `< 12/69

= ,67 if DATE = 12.69
= .33 if DATE = '1/71
= 0 otherwise

AFDC2 = :33 ifDATE = 12/69
= .67 if DATE = 1/70
= 1.0 if 2/70 < DATE < 8/71
= .67 if DATE = 8/71
= .33 if DATE.9/71.
= 0 otherwise

AFDC3

4,

V

) ar3

= .33 if BATE = 8/71
= .67 if DATE = 9/71
= 1.0 if DATE"> 10/71
= 0 otherwise

4.

.347

Effect on Likelihood
of Termination
(ceteris paribus)

r .

The coefficients of
AFDC1 and AFDC2 are
expected to be'ilega-
tive. The sign of
the coefficidnt of
AFDC3 is expecteed to
be positive.

- -

Eicluded (reference)
titie 16driod is 1-67=

6-68.

it

0

A
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INDEPENDENT 'NrAkIABLES--Continued

Name
Definition/ Source

Labor Market Conditions

UL1-

UP2

ERT

San Francisco-Oakland
S.M.S.A. unemployment
for DATE 1

rate

San,Franciscoakland
S.K.S.A. unemployment rate
for DATE + 2

Change in Alameda County
employment rate in non:
governmental employment
-coxd by the unemployment
insurance system between '

DATE'+ 2 and DATE - 1

Stgte em- 1

ployment
service\<]
dLa2

t4te em-
ployment
service

Father's Demographic' Characteristics

FACE E Father's Age
-7' 1,

FAGE1 = 1, if FACE >, 20

= d-otherwisre

= ivy FAGS > 26
= 0 otherwise

. ,g16.

FAGE2

FAGE3 - 1 if PAGE >'36
= 0 otherwise

0,1
FED E Father's Years of Education

=.1 if FED > 8 Item

= 0`other4iSe 3-19
4

0

I = 1 if ,FED '> 12.4,
= 0 otherwise

FEDI.

Effect on Likelihood
of Termination

Simi of coefficient

signs for UL1, UP2
Shouid be negative.
Coefficient of UL1 may
be positive.

Coefficient should
be positive

at Beginning of Quarter

Items{

,3r16.

FED2

FED3 = 1 if FED > 13t-

MACK

OTHER.

g1

= 0

= 1

0

if fatiwr black
otherwiSe

if fat* other nonwhite
or Chicago
otherwise

Item
. 4-32

3'18

4

Likelihood expected
to diminish with age

`Fathegein reference
group have PAGE <'10

Likelihood, expected

to increase with
educatioii

Fathers in reference a(

group have FED < 8



Variable

:-Name

LTh

INDEPENDENT VARIABLES- -Continued

Definition Source

-339-

Effect on Likelihood
of Termination

FSOUTH = if:fathdr born in South Item 3-17 Unknown
= 0 otherwise

FFOR = 1.if Bather foreign born Item 3-17 Unknown

= 0 otherwise

DISAB = 1.if father disabled
= 0 otherwise

Item 3-40 Presence of disabi4ty
should reduce likelihood

Family Size

CHILD Number of children in
family

Items 2-8,
2=9, 2-10,

2-11, 2-15

Father's Work Experience

FWAGE .Estimated potential weekly
earnine'of father 4.

.f9
f

JOBC =,1 ii"fither:gMployeral
beginning of'quarter

= 0 otherwise 0;

JOBY =_ l' if fithernot employed
at beginning of quarter
bOt employed within
'Preceding year

= 6,otherWise

JOBY2 =1.if'fathernotemploYqd_.
at beginning Of gliarter'.
or in preceding, year but,.

has employment'experience
- .

,?Class pf Father's Most Recent
.

RegFessiOns
reported in
Appendix
III

Itets 3-27,
3-28, 3-32

of termination

Likelihood spould
crease with number of
thildren-

Likelihood of termi-
nation positivei*.
related. to expected

wage_

Employment'experience
should increase like-
lihood of termination

ExciUded 4refhence)

64group has no signifi=
cant experience'

Occupation

PROF 1 = 1 for urofessional; tech- Item 3-23

nicaf, and.kindred workeip

SALES - = 1 for ,Wales, and, clerical

workers

4
CRAFT

°

= 1 for craftSmatt

349

$.

Expectation of fect

ambiguous for 01
classificationsrextept
OPER: OPER include's
cannery workers end
should have a positive
coefficient

_Q



Variable
Name

IMEPENDENT VARIABLES -Continued

Definition

OPER = r for operatives, includ-
ing transport workers

LABOR , = 1 for laboier

$TDT = 1 for students

Sonr66

ARMED = 1 for armed forces members '

Effect on Likelihood
of Termination

MISSY = lfor no previous occupa-,
tion

4

(art? variables = 0 if defi-

nition not satisfied)
e

Reason for Termination, Most Recent Job

-..

'NOWRK = 1 if.not previously. Item'3-32 See 1ext for discus-

employed .

...,----w,
' - sion of effects

.

= 0 otherwise sill

FIRED' = 1 if fired
='0 -Othe&ise

,I,DOF = 1 if laid off .0

. = 0 Otherviise

QUIT ' = 1. if quit

= otherwise,

.'STRIKE = 1 if on-strike.'

= 0 otherwise

ING . = 1 if still worldig
otherwiseL-

0

b
4fr

HIATH = 1 if health -reasons

-= 0 otherwise

MISC

1

= 1 if ether reason`or
no information

-= 0 otheiwise

350
2

a,

WRKING is excluded in .

7404e1s which include
JOBC
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INDEPENDENT VARIABLESContinued

:It:triable-40A

i

Definition . r Blfect.on-Likellbood .1! ...'

Souce- .'
4 Mule .. of Termination

i

P

4i

-341-

Employment4lelited Services :

, '6

/
.

.. .

!FES1 = 1 if father receiving em--,1 Item 4-30 See text

ployment-related service" et aeq

at time or sample 1-
:'*

= 0 otherwise

.FES2 6 = 1 if father enrolled in-and
comAtted employment-
related service in past,

= 0 otherwise

= 1 if father enrolled in
#n'd completed > 2

'employment- related
services in past

"0. otherwise '

= 1 if fattier enroll
comfoleted one o' more

Non-WiN-employment-_
related services in past

Family Income

',0

V

OTHINC 6= 1 if family has income from Item 5-28 Effect on likelihood

source other than earn- of-termination Is ,

ambiguous.Inge or AFDC

=.0 otherwise

OTHINCP:s .1-0THINC*ADF6

.4



FRAGMENTATION VARIABLES

.0

The following variables are used in the fragmentation models inaddi-.
elon to variables from the list. above.,

Variable
Name Definition 'Source

Ibitial Welfare Experience

Effect on Likelihood
of Termination
(cetdris aribus)

TYP1 = 1 if mother in case went -Item 1-6 Unknown
on..Welfare within six
months of birth of
.first child

= O'otherwise

TYR2 = 1 if Mother in case went
on welfare after hen
first childvas more
than six months old apd
no man was present in
thel-family at the time

= 0 otherwise

.TYR.3

A J

.40

= 1 if mother in case went
on welfare after her
first child was more
than six months old and
a man Was present at '

the time
= 0 otherwise

I

140

,,,

Mother Pregnant

PREG
1

= 1 if mother pregnant
at sample_month,
therwise

Item 2-28

S '

tMPREG = 1 if mother pregnant at
date of marriage

Item 2-27

= 0 othefwise

4

,352

Unknown

Unknown
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FRAGMENTATION VARIABLES -- Continued

'Definition
i Source

Length of Marriage or Cohabitation
.

LENGTH = length of marriage or co-4,

habitation in years

1 if LENGTH > 2yeers
0.otherwise

. MAR2 r = 1 if LENGTH, > 6 years
= 0 otherwise

HAM =°1 if LENGTH > 10 years
= 0 otherwise.

TIMEC

-343-

,

Effect. on Likqlihood-

of,Xerminailon

Items 2-25, Unknown
2-26

Time on Assistance

.Length in months of

.welfare dependence -..

prior to beginning of
quarter

Likelihood of fragmen-\---

tation may increase with
duration of spell

4

1.

J

et,

, -
A'

1
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\\
-. Booth and M. yiseman, Income Dynamics Project County Welfare

,Sample Variable Location and-Codebook (Berkeley, California: University
tif California Institute of Business and Economic Reqearch, 1976). I'

hAre included references only for the first quartear. For quarters
subsequent to the firsh; all variables were updated and the restrio-
,tions re-applied.

01

11-'\
2
Data collecte 1-rom Arectc1r finds in EMploymerit and Unemployment

(Washington: .U.S,.Department of Lab r Manpower Administration),,various
issues.

4.,

employment rate variable is the change,in the ratio of

employe- in s- ed industries to population in-the-18-64 year age
°range for Ala. 2 . Coun , er the three -month time span covered by each

observation. Emitloyu- data supplied by the California Employment
Development,Department an cover on dustriea...1.710 workers covered'

by the unemployment insurance benefit system and which had such vdrage.

throughout-the time, period covered by this Study. ,

t

f
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APPENDIX III

REGRESSIONS EMPLOYED FOR CALCULATION OF WEEKLY EARNINGS VARIABLES

"DEPENDENT VARIABLE IS LOG OF EARNINGS IN 1969 COEFFICIENT FOR:
,

(Numbers in p4rentheses are standard errors)

_

.Variable White Men
. .

1. 'CONSTANT.

'2. LNWiS

3: EDT

4. ED2

5. ED3

6. ED4 .

7. EX1

8-. EX2 i

White" NonWhite-

Women Men

3.317 2.457 '

(.1594) .'(.1723)
r

1.125 .1.321.

(.0193) *00**.0177)'

-.2301 .4984

(.2084)° (.3463)

-.4126 -1.019

(.2464). (.4067)

-;e1557,

(.2433) (.3488)

.9623

(.1555) (.2220)

.4258

(.0561)

.2868

(.0780)

.0191 -.3510

(.0823) (.1182)'

9. EX3 : -0215 .5295 .

(.1637) (.2445)
,

10. EX4 .0753 -.2814

11.1 SOUTH

(.1310) (.1958)

-.0046
(.0318) (.0469)

12.'ST5 - -.0837
(.0247)

13. VOCTRN

O

R
2

Observations

.0416
(.0179)

(.0333)

.0325

,(.0250

, .0918

'(.0321) (.653)

.57 ,

7862 11 ' 5199
. ,

412
(.2344)'

1..064`.

;T10412)

.7154

-(.3358)

-1.6803
(.5018)

.4130

'(.6681)-

.8427

(.4677)

.2308

(.4466)

-0.0801

°(.2119)

,.0402
(,..,3545)

.12i/

(.2761)

.077*
(.0473)\

.0113

(.0544)

.0333
(.04§3)

-.2709
(.0951)'

.5S

3.32

e

Non hit.b

WOmen

2' .

2.931
(.263H-4

1.149

-(.0421)

.6259

44.731)

-1.306
(.6656)

-.83121

(.7950'

1,758
.5481

.4129

(.1621)

(.2489)

1.004

(.5054).

(.3993)K

-,0641-
(.0572),,

.0863

.0685

U0554

-.0181
,(.121,4)

.50

-345;.
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OARDENDIX IID:-con'tinued;

-:IVARIABIZ *IN EARNINGS REGRESSIONS
t"-

Variable = -

s

COPS.TAT = 1 for

Definition

Al observations

2: LNWKS LoAri (natural) of, weeks worked in 1969

ED E yeard-of school completed

ED1 =-41p[Mip(ED,r7)]

ED2 = 11)11

3. EDI

(4. ED2

5. ED3

'6. ED4

7. EX1

8. EX2

9. E3

10.,EX4

id. SOUTH

12: S`1'5 ',

4D3 = ln[Min(ED, 15)]

ED4 = In

ec .7, age - estimated age at completion of school

EX1 = ln[Miu(EX; 5)],

EX2 ln[M/ETEX, 10)]
.j/

'EX3 = ln[rn(EX, 30)]

EX4 = ln EX 4

SOUTH = 1 if born in south,

= 0 otherwise

'ST5 = 1 if.. in California in 1965:

= 0 otherwise
.

'e 4 -

13. VQCTRN VOCTRN 1 if *has vocational training

e

S

SPAN A.4 .

= 0 otherwise

SAN = 1 if has Spanisthaprname,

= 0 otherwise

4

s.
5

k
.

. DATA SOURCE: '1970 census user Sample for San FiancisCo-Oaklond S.,M.S.A.
..

Samplo includes ottly persons who worked in 1969.
-. .

. c a
,

ta.
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S
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ABSTRACT

.If the minimal.nonpoor le 1 of consumption requires both money and.
.

-
4*

tit
"i"

.

.household gro'duction, then the official poverty standards do not correctly
)

measure boukehold needs. Any 'income support, program that corrects for

money differences but'nbt for time'diffrences across households will

d scrimiitate against households withonly one adult. Furthermoresuch

rograms will provide financial incentives for households tb form in

certain ways. This paper sets up a two dimensional poverty definition,

and then shows how this standard can be used to define voluntary

versus involuntary poVerty. This framework is,also used to calculate
aft.

the equivalent of changes in, household composition to changes in

earnings at the threshold level of consumption.

O

- 0

Of



THE TIME-POOR: ANEW LOOK AT POVERTY

- Singe the official povertyllndex waeedeVeloped in'the 1914-1960's
-;,..

4.'if

by the Social .Security Administration ,l(SSA their'categorization by
i

':income beeh accepted.as an equitable criterion with which to
'

compare different types of househol4s. As aresult, paicymakers have

thought that adfusting the benefit structure of an imams transfer program

money differentials across 'households corrected for the resource .

differences of these households. But households dlffer in their time

resources as well 'as money income. This paper argues that to base the

benefit. schedule of an income support program on an index_which defines

) .

_ .

1

poverty in,terms of money income alone is. to create grosg inequities
1

across households that vary in their number of adult.hours. The equity

44

.- ...problem, important in itself, takes pn added significance when it Creates

incentives for individtals to adjust their living arrangements,'and the

problem becomes aggravated if the household structure ap ears to beina
-

transitional phase as in the 1970's. The impact of an Lncome maintenance

scheme on the structure of households:may prove to be more Auportant,

over the long run than the program's influence on the labor. supply, )11

1,

.issue that has captured,the'attention of economists and polipymakers. This

paper attempts to shITE the focus of attention by laying a toundailon for'

analyzing the interaction between proposed income maintenante 'programi and

the formation households.

Fir st, a poverty standard in terms of both time and money.inputs:is

1

'defined. In this definition, the necessity of home prodgtionfor the

well-being of The household's members.
*

_,

I

this generalized povi,rtv i;tandard 1r i 41 to est [mate .the number ,qf
. , ,

.

addltioh:11 fern:tie-headed families who would be counted as -pdoi. because of '

.

..
, ,

. ,

- .

. - ,r .
.1,

is'emphasized. Then A measure of
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..."
...

..., ...
A

.# .. 1-
.a deficieneyiof nonMarliZt. time The policy implications o 4he new definition, ,

If -

II'
A,--sare exploredlby using the index to cliAtinguish among the hard- core'poor,

r--
the temporary poor, and the voluntary

poor, and-to estimate the potential
poverty population. The paper concludes with a discussion of the polidy

dilemmas ptised by the interaction between benef schedules and household.'
.

compo:;ition.

(
I Defininr the Needs and Resources of Differing HOuseholds

The method currently used to determine the poverty status of a house-,
hold is to compare its available

money resources to the official poverty
index. But the resources, of 'c Id' household

are determined by its assets

and the number of adult hours, which are available to earn income in.the

marLetslace 'or to produce consumption goods and serviaes outside'
. /. _

marketplace. A h- ousehold's Ojlity to translate the available, time into

consumk4-on depends Upon its productivity in both market and nOnmarket

work, so that the same amonnt of available time can eepr ent vastly
,

differe levelsof resources across households. A measu e Of the money

value pe'tiMe is available for market work in ,terms of wages: the value

of the time spent outside the marketplace,muSt be inferred. Quantification=
of household resources, then, must include an estimate of,earned income,

non-market (household) production, and assets.-

i 4 '
Even if we had general agreement about thg minimal

nOnpovertystandard
of living, we,=would

encounter difficulties in translating this standard'inpo', *41t1 index which represents the time and money inputs a household nee& Co-
-.) .

.:iftain Alinstandard. These- difficulties arc increqscd if time and money, ., 4 4.*- i . If .

_ ;lee not allways:*s6b.41tutal4c,.4:prIoduclng
household goods and services.'-- -., ,, 4. -

.
,.,-..

Yor.qA&pig, a -nea'sonable ass tion is that the attainment of the pcNertY.

10 .Or

3 3 0

,
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sr 1 I.,, 'i
threkholdrequiros the houSehold to havers minimal input of time regardless

, : . /.

.

ofthe amount-oe money available, and a minimal input of money regardless'
,-

,..
4 ,

of the,:imount'of time%available. If either the time or money available.

,,

to the household fails below these levels, designated as- T
0

and M

respectively, then the household will be considered to be poor. The

additional assumption is made that these minimal levels of time and money

are nosufficient inputs by themselves to provide, a notiOlierty s- tandard

of living. If only T
0 0

time (or 'IV money) is available, then the

1

A

household'n ds M
1

money (or T
1

time) to-reach the poverty threshad.,

One possible shape of this "poverty threshold" curve (or,poverty isoquant),

which represents the combinations of.time and money inputs sufficient to

o attain the minimal nonpoverty standard of living, is shown as curve CARD,

in Figure 1. (INSERT).. T
m

designates the maximum number of adult hburs

available to the household. The 'Aber and characteristicsorthe household's

members determine the parameters of this curve, so that' a different threshold,
0

curve must be defined for each,type of household. The poverty standard

presented here identifies those households which appear to have insufficient.

resources to maintainAhe physical and,Mental well-being of their

members. The issue of which of these hOuseholds should be aided by

. government programs will be addressed below.

e .Bow-does thisgeneraliZed definition of the poverty threshold'relatt

to- the definition cu rrently wed? The SSA definition consists of,a set4
of'

income,cutoff points, onefor each type of household (by sex of head,

number and age of' members---plaae of residence). These points represent
r

4:1L:

the moneV:income deeded to .purchase the necessities of life in the

Col:ftemporary U.S. The basis -0-the index Is the economy fond basket, which

is tlib lowest cost of the Department of Agriculture's (USDA) various food

3.61.
O

A

L
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#
i

,

.

.
,

',plans. The USDA terms thisfood plan nutritionally aAquate 'llfof emergency'

:or temporary use when funds are low.1' the etime'inPut necessary to sustain
. , .,

, .
:

the household at this leveFof income is not calculated. However, UFA
,.

.7.--:

_t- '-

-- must be an important input init14 prep- aration of the economy food baliiketf

,
since (according to USDA's description) the laier the cost of, a.foo0 plan,

'. the higher the level of skill and time TecOired in-ma4keting and.food

preparation.
4

Furthermore, in order for the household4to be adequately

fed using the allotted food budget, the requirementa are made that, all
, 14. °

meals are prepared at home and that "the homemaker is a good manager ana hag

the time and skill to shop wisely. Although there is no explitit assumption

that a household with income equal to the poverty standard must have a
i

,.

liersn wqrking full time in the home to be nonpoot, this assumption does seem
.

,

_

to. be implicit in the derivation of the official poverty
i standards. 6

t. If*

v

ot)le SSA income cutoffs represent the minimum money income necessary for a-
-I. . .

- , , ti- kk,'

household co beat the'Poverty threshold (m
0
), then the offidial definition

f
,

Porrespondi to the horizontal line M C in-Figure I. The official poverty
0

count includes those famtties with money inpdts below the cutoff line MoC,

but the generalized' definition Would include those families whose time
.

and money resources fall below the boundary CARD. Households with money

income less than M
0,

arecategorize& as:p oor by both standards. Hou4holds

, t- ,

which are not currently categorized ps poor but which would be counted as
4 .

( .

door using the generalized.defieition are those with incomes'abov4 M
0

but

74 -with limited amounts of nohmarket time available relative to time requirements

of the hOusehold. The-next sectio presents
'-

curve for various types of hou olds.

8.

estimates for the threshdid



II. Measuring Household Needs

The only parameter of the threshold 'curve which has been identified

is M
0'

7 which corresponds to the SSA income Cutoffs-. To identify the

entire curve, the parameters T1, T0,' and Mi must be given along with*
r ,

some measure of the .household's ability to substitute between time and

money, in the consumption process. An approximation of the threshold curve.

for ten types of houSeholds is discussed below as an illustration of fiow,

these curves might be derived. The'details of the actuaiLcalculationd

for T1, T
0
1 M

1'
and.T

m
are gtvenin the appendix.

4
The boundary point (T1, MO) on the threshold represents the

combination of the minimum number of market inputs with the corresponding

number of time inputs necessary for the,household to be nonpoor." At this

n --,-.4 .-

point few services are assumed to be purchased; and the market goods

, purchased; such as food, do not include "labor saving" items. An

approximation of ...T., is drawn from aotgal household time budgets, which
. .

n

.

.1.

.

document the, time that households spend on "homemaking" tOkS. The
.

''

boundary point (To,'y represents the situation where the maximum

sulstitution of money for nonmarket time has been made with the consumption
2

level of the household maintained at the po ,rty threshold. To , which

respresents the amount of time necessary, for, supervision of those hired to
4

perform" the necessary tasks and for,overall management of, the household,

*

red, esenis an Unrealistic case for those at the-poverty threshold. For

this study, To , which is assumed to be equal to 14 hours per week for

each household,

constrained. M
1

buy substitutei

is riot an," important parameter because' Market work is
.

is equal to M
0

plud'the amount of money necessary Co

(i.e:, others' time). to, perform all homemaking tasks. The

.
.

'assumed valnes,for the threshold parameters Mo, t1; and -M1 are shown in

-,,

4
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.;Table 1. For example, a household with one adult eld-2-q children must

have $78 income and 61 hours of nonmarket work or, equivalently, $1472

ie
income and 14 hours of nonmarket work, in order to be nonpoor. The

Adult tims-Ivailable to the housebeld for market and nonmarket work;
m

is defined as the maximum amount of time An'adult can work each week

ovet an ,extended period of time and maintain his or her mental and physical

well-being.' Theiminimal time necessary for maintenance(sleeping, resting,

, eating,, personal care-, and leisute)is approximated to be 81 hours per week.

Subtracting this number from the totak of 168 hours in aweek equates Tm
)

ll

to 87 hours per week for each adult in the househol . The -time available

from older children is ignored here, because their time is not easily
t'

substitutable between marketsAnd nonmarket wort. Exclusion of children's
.

time results in greater observed economiesof scale for time inputs as family

size increases than'is actually the case. As the numbeeof children

increases, some of the additional time inpOts required are supplied by the.

-

older child gi n.'
8

The shape of the threshold curve is determined by the household's -,b,/

ability to substitute its home-produced goyds and services for market
.

. .

, goods-and services.\ In the case. where the replacement value of household
'A

workAs constant, the household can perfectly. substitute money for time
.,,_.

inputs. AlternativelyI the household may face.the situation where it

e ., 1,
4_ i,;,,replaces its time inputs with increasingly more costly marKet'inputs. 9

. r

In the app1icationsofthe generalized standard below $2.00 and $2.50 will

be used as two examples of the average replacement cost of nonmarket time

between T,
*

and To. Both examples will him two cases -- (I) constant-

16.

replaceMent cost, and (II) variable.(increasing) replacement cost.

a.

4

7
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Table 1. Parameters of Poverty Threshold (Weekly Values),

Household Type
a/

p
T
1
(hours) Mf

b/

1 adult with:

0 children $ 43 31 $ 77

1 child 58 57 ' 144

2-3 children 78 '61 172

4-5 children 106 63 204

6 or more children 136' 69 246

2 adults with:
dr

0 children $ 58 . 43 $116

A
1 child . 70 \ 62 166

, ,

2-3 children 94 66 198

, 1,

4..5 children ' 128 68 236
,

,
more6 ore children 140 74 -

4
260..

a

"Sa

.

The,M
0

figures are the 197.3 SSA cutoff points. The M
0

figures for the

single adult households are for female heads-. The correspondib& figures

for male heads are slightly higher.

b
The M figures used $2.00 per hour as the average replacement costs of

nonmatket\,time inputs, If $2.50 were used, the figures would. be:

1 adult ($85, 165, 195, 273); 2 adults ($130, 19,0; 224, 263, 290).

l.

Y

,

A
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i;

0fte use the generalized standard is to identify those households

4,

>

-357-

which have incomes above M
0

but do not have enouglOutnmarket,kime

available tto be above the poverty threshold. This calculation requires an

T
estimateof the time an average full-time worker is engaged in, market work

4f
,

-

actImIties. One time study has shown that paid work hours account for

82 percetit oftotal ,Work-related time with the remaining 18 percent

evenly divided'between travel time dnd unpaid hours of work.
11 -the

. V

calculations below, 40 hour% will be.used as the representative paid work
.

week, and the fdll-time worker will be assumed to spend 49-hours engaged in
. .

work-related activities.

Any household with an able-bodied adult engaged fUll-tiMe in nonmarket

work will have-more than the required T1 hours of household work. If

all adults in a household work full time, the amount of time available

for nonmarket work each week is equal to 3 hours per adult. Ahtusehold

with more than one adult and at ldast M income Will not be in poverty

according to the generalized definition, ince th t household has at

least 7.6 hours available for nonmarket w k. But.fnote that, although M.

is sufficient income for the household c mposed of two working adulti w

-' children to be nonpoor Ahe adults will. aim less than an hour each day in

which they are not engaged in market work or essential hou0ework.
12

Qh_the
4

0

other hand, even with an income.of MO , a houpehQld with only one dult

will be in poverty if that adult works from 13 ro 30 hours, depending upon

the numbe,f of children.

In reality, any discussion of the single Adult with childr4n

translates into a discussion of the female-headed household (16., a single

woman with children). In 1973, wome headed-56 percent of the poverty households

)



0

J: J.hiciehad:ichildren.under 18. Yet even this large number did not 1clude 7--

1111 female- headed families that would have Veen classified as poor by the
.v 1_

k , I

-
.generalized definition. Applying the broader standard to the category of

ti

families composed of one female with related children under 18 results,in__//

an additi.ongl 27400kof these families being counted aapoor'in 1973.
13 ..

Including families in the 1973 poverty population2°141d have increased..

the number of poor feMale-heade.d familfes'wit'h children by,14 Rercentnd
,

,increased the proportion of all families in poverty from ,088 to .093.
14

The scarcity of resources available l'O'female-headed families w ill become

an increasingly important problem if the number of such households continues

to grow. Fethale-headed-lamiliel constituted only 9 to 10 percent of all

families during the 50's and 60's, but their relative numbers grew sharply

during the early 710's. In March 1975, 13% of all families were headed by

a woman.
15

An increase in the number of female-headed fathilies'will
0

result in, more families in_(or near) poverty because or the low'wage rates

ayailable to most women and the high time requirements of the,household.

These results Serve to underscore the point that income figures-alone

are not a good-indicator of family resources.. For example, three

different four-person families -- (a) one employed adult and three children,

(4) Imo employed adults and two children, (c) one employed adult and one

homemaker with two children -,- each with an income of $4505 Would have been
/

living ,at the poverty thieSholdin 197,3 by thekofficial defAnitiOn. By -

. ,

,

, .
the generalized stadard, family A would have betn' in poverty, with a

. . . . v
. .

deficit of 23, hours of time, family B would have had 10 .hours available
,4.+, 4 I P

OP 1
; j 0

for consumption above the poverty t hreshold, and' family C would have had
,

, -,\ . _,,..1 ..

\ (:,
59 excesg hours. The use of the eneralized definitiOn would ,increase the,

. ..) , .

number of persodg' ip povetC§; but more importantly,- this approach, defines

.
. . q. .

'

4,
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A
a

s. .'
.

.

.more accurately the reaturces and choices available to various types
$

.

.1. households.

IV. '=Defining the "involuntary":poor '

The starting point for gOVe nment transfer prograMS is the goal ,of

6
, providing income to those households wh resources are so scarce that

.

their level of consumption is below the poverty' hresh Equity
.

1

, considerations require policyMakers to differentiateamong poofhonseholds
4

, -

on the basis of wb er their poverty is a result of theiI own time allocations
,

or a result outside of their control. In addition, the polic kEi needs to

E
w ,

. .

know whiclitueeholds are expected to remain in poverty and which a

temporarily in poverty hecause a short-run constraints imposed upon the
a -: 1

* market time, such as unemployment or unexpected household demands. As
-....7,, ,.. ...,-- _ .,.-.,-.-4

I--
, ..

/shown in, Figure 2, a'household without assets or outside inc me must have a.
. .4 .

net wage rate at least equal to We (the slope of the line TmE ) in order
, -

.p .

to.reach the poverty th eshold.
16

. (INSERT) At this point, 'E , the house-

...' , .Y'"

hold will have net income M
c

, nbnmarket work time /c , and market work time

-

Tm .-T
c

.
If the maximduppbtential wage rate for a household is less than

.

, ..

W c', that household can .be defined as involuntarily poor. Such a household
;

card e expected to remain in poverty'nntil some .change in resources or.
'I

v"----...

Ked occurs, either through,a change in the ,composition of the household
. . . ,

.. -0(e g., remarriage or children leaving. hone) or through a change in the return
,

tram market4work (e.'g., as a result ofjob training). A household's

4
'..,

, . ..
.

actual wage-rate May fall below its potential wage rate for short periods
', /

'

i m
of time as a result of unemployment or a job transition.' In such

,, .

'
. . , .

.

cases, the household can be expected to be involuntarily poor for a ghbrt,
. ,

duration. Three cases exist where a household maybe observed below the
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generalized threshold even though the household has sufficient resources
. . 6

-361--

rs

s

a

to be above the threshold:

Case A ("time
in market work and
the'reftof, E
IOW ; T<T , and

Case B
market work
right of E

T >Tc, and

Poor"). The household spends too-muchtime
too little in nonmarket work. The shade area to
Figure 2 'represents such possible points, ere

M>M
c

.

("Time Rich"). The household spends toollttle' time in
and too much An nonmarket work, The shaded rea to the
represents such possible points, where WW ,

it<m
c

.

c

Case C ("Work as Consumption"). The household, opes fora job

with amage, rate W<W 'although it has.a potential wage rate W >W .

Households whiaiore represented by these three cases cannotbe
Ow

defined as involuntarily poor provided that the change_in market work 'which

is actudlly an option open to them. This requires'
.

-is necessary to be nonpoor

dia t.; 6

4

Case A. They coul4 actually.reduce'/ pheir work'hours at thei.6 r

current wage, or they could worlithe required nubbir of hours at-
any wage W>Wc.

0 . .

.

7
. . o

.$' Case Be 'They could actually" increase their work hours at their.

current wa& or they could work the required, number ofhours at a.
wages W>14

. c4. -
.

Case C. The job currently held is not viewed as a stepping
stone to'a higher paying job (i.e., the current, job dogs not represent
n investm nt by the jobholder) and the worker could actually work thh.

ecessary pours at a'w ge W>Wc.

If:these conditlions do hold, then the households
S. e

.4oluntarily.po r.

. Estimates of the critical

"

e

ould he Classified as '

*

r 4 9
F

wage rate, h9prs.of work;, (Tw)., '

above T(Ts) 0- . andincome
. o.

al households using 197-3 S A income

time-available10 nonmarket work
r

are shown in Tab:1e2 for ten hypopheti
,

. 1"c

I

cutoffs and four examples of replaceme t costs for nonmarket tim

lost 0;me associated with taorking

.°*

I ;
rates' shown lave, beeriladiusted for the

a e

6

4

*

3'71
af.4.
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(i.6., the 18 percent of the time spent in travel and no paid hour4 s at the
..k,

workplace) and are.the wage rate per paid hour. The assumption that mo
...

, .,
adult would be expected to spend more than 49 hours in market work activities

represents a binding constraint for all households except the one adult,
,

e
0.1r.-,.

*-;-,pne cpild family. Forhouseholdswith two adults, or a single adult with
. \ ,

. ,

nol-children, the critical wage rats is determined ,by the corner solution

at
P
otnt ,(T

1,
M
a
)m.

'

since the houSehold has atusurplus" of'time and does

not need to purchase any time inputs in order to work. Fei example, in

a 2 adult, 4-5 children, household, both adults working fulT-time must earn

$1.60 per hour in Ordel'to reach the weekly threshold income of $-12.

this ease, the adults have 8 hours above the time required l f fullrtime

jobs and the 68 hours of essential nonmarket work. If only one adult in
v:

a two adult household is assailed to work, .theAwage given should be
N.. V

CP` . .:t. .
, ',,

doubled and the hours worked halved. Ih contrast, single adults with
,

.1.

,.
children must buy off time in order to Wrklull rime in the marketplace.

For example4, a single adult with 2- children must earn between $2.89

and $3.331per hour, depending upon the replacement cost of nonmarket*time,

in a full-time Idt in order to earn the threshold income, which

incluN the SSA'cutoff Apome 6f $78'plus the money'.io buy substitutes,
.1

fof 23,fiotir of essentia4 nonmarket time.

41o.money worltexpen es (e.g., the in rease in transportation or

._
.

food costs which result from working,) and no fringe benefits which

.

4would
1,

replace consumption goods represented by the threshold dutve
I

.(p.g., medical insurance)nre, included in these calculations. The critical
.

. /..

S.

wage include. compensation for the decreaelin nonmarket time inputs,

. . . ,, I
,,Y,

A; .

below. w j li
t
testOits from market 'wort. -110otiii!tlostof nonmarket,tiaT

i f
'. .. - .; '6 1 -. ;*

inputs abovo, is not compenslite4. Far tihis reason?htinlyhoWs with
NIP.

iliN
4a.

,-;ei
.

le 1'
1. ,

i

*4

4

40
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Talile 2. Critical Wages with Weekly Income and Flours of Work:

Family

Type

.a/'
Case with No Unearned income:- x

Replacement Cost of Nonmarket Time

$2.00 per hour

I. Constant

2 adults,witirr-

0 chiTardi

1 child

2-3.chadren

4-5 children

6+ children

c/:
1 adult- with:

W" Y

II. Variable-b/

T .T W
w s c

(hr) (hr)

$ .72 $ 58 98 33
e

.87 70 98 14

1.17 94 98 10

1:60 '128 98 8 -

1:74 140.. 98 2

6)children ,-1.$1.07.46$ 43 49

1 child 2.35 58 30

2r3 children iro 124 49

4-5 children 5.88 156 49

6± children 4.95 198 ,49

5 .11

Y T
w s

(hr) (hr)

$2.50 per /hour-

I. Constant

W Y T .T . W
c w , c

c' (hr) (hr)

Same for all cases.

f
Same fo all'cases.

Same fo kall.cases.

Same, for all cases.

Same for all cases.

L AP

7
_

Same for' tall gAsee.
V

0 49I/ - -19 $2.35 $ 58 30 0 4.,.$2. 35;1 .1ti0

- 23 49 -23, ::. 3. i8or..135 49 -25 T.12 425 49 -23

-25. 49 -25 4120 . 168 JO -25 3.94 :71'1181 1-25 '

- 31 49.' -31 5.34 214 4,9e, -31 5.09 .204 '49 . -31

s 4 '

es,

II. Variable/

T
w

°(hr)

$2.20 $ 88

2.89 116

3.684, 148

4.75 ,190
y

a.'The 1973 pbverty cutoff figures are Used for Mil.aW
c

iel.tfie critical wage,. Tw
is the number of work'Lielat° di'

k.

.hours, Y is the threshold income, and TIWIA1 -Ti, the number of ,hours available after ma4Icee wOrk.and.essen4a1A
57- M ' W

nonmarket work, if pqeitive, or the number of awn ialnonmarket4kours,bought off, if ne.iati4t. , ei,
,

. A 4 .

et '4 40110
6. Seejoatnotelo for the variable replacement costs used: ' y e.

-,-, ,

We ale °Mc are for female' heads; focale4hea43 slightlY higher4aluee,hre necessary dince-A)
- / .

0
,

4
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nonmarket time inputs greater than TI have total resources above those

represented b9 the threshold curve. .

Examination of the critical wage rates in Table 2 reveal that changes

in a hOusehold's composition, which shift the'poverty threshold, have

a dramatic effe-ct upon the houschold's4peeds'and resources. These threshold

shifts are equiiralent to large wage rate changes in their,impact upon the.

poverty status of a household. For example, cons der the following types

of, changes:

1: Change in the number of children at home. The critical Wage-
'

rate for the single parent household more than doubles, with'the entrance .
k

of the firIct..4hild. Once children are present, the entrance or departure

of a child changes the cth.1741-wa-et:hyapprokiml:ittrY'n'T6W pereent,.

depending upon, the number 9f children present. For example,
c

for ,.
.

4'
. ; -'"

.6
a single-adult with. one child 'increases trom approxo imatet;

,

$2 35 to $3.10 "f
1., / , Iwit the addition of another, child. For two -add householdt, the criticlii? ;7:

, ..4.

wage Fates change much less dramatically wich'tha trance or dedarture of
.,.

. , v

the first child (approximately 20 percent), Vie sixth child (lass than 10 !

. 4 ,
.P

percent). Other changes in the .number of children are' accompanied by.a
v,

,
_ t

. vv.

change

2 Change'in the numbed

in the critical wale, of approximately one - third.
i

1
f adults. .The departure of an adillt ftom

=
- ,.

- .. . , . *
.

"

...
a two-adult 'hou, ehold ,results' ,n the , emaining adult'S}crit,ctal'wage knei s

1

by a factor )f approximately L4 toi4, depending, upon tb4. qumber'Of chilAr..-
, or , .-- t it !, .. I . .

A e

',-present. For e mple, .W for a h 1.04hold with:e1:-3 thil&ren Incrpases,mt
.

.

c- a -,

e 114t Of 6.1cI'

.

froM $1.17, to 1.10",:,i. "one i, u L r,f_ er ,,.n.two are `pro ent. . CoAigersely,, If

)..
t. ,,) . : : , '), .., , f ) ...

' i ) t - ' f. p '' :, : 4"..
4 0 *. V :""

---Inr---adtti-t---foi are a %JAI; ie Oa rf,?,ni f analy,,.'it heifer. 1, t Lelat wage rale -:-Fo r, ' ,...
-,-,.,,s .,,, -,:"....:-." ? !. ;,.. ' '`.".- . ,-_--;<' '..14*., ,

g,-.:
,.. p ,,.. "

..-4.-hatiselio 1,1 with t. t;it.rx Eli:* i ne t:idb 1 '04,, w L t 1. tilj7 ::6D 'tty ,:1# .0excrot . 4t.- .

,
n

"

r .

.. 0 ,
'



r
3. .'wa households join into one. If two single parent houteholA6 of the

e
same size,ttombine, the critical wage rate for these households will decline

by approxiM(telY 45 to' perCent: dependingdupan the number of'children.
,, .

.
,,,,

For example, if two

from $2.35 to $1:17.
4 4

of '119 to_2.2 if these households split. These values also approxithate the

.
; .

.
.- ,,w,g ,

.,
averaat change in critical wages if households of diffeient sizes join or

441.6
,

,split, although the household with the larger number ofchildren will 0

41Q 7-
one adult, one child houatiSoids combine, 1.1. c4decreases'

Conversely,, the critical wage will increase by a factor

experience greater changes in Wc-.

These examples serve to show that tie well-being of households as well

.

as the cost ole any income suppori'program will be influenced.by thitrupture

ofhonsehbids,- Since government policy influences household formation, any

analysis of an income transfer programaust include the interaction between

f-househdid compasition and the benefit structure.

4)
I

...Y u .e. -

T.
0 s 4

#

wages in' order to estimate the' potential'" involuntary pomeity population.

a

V. -The Potential Poor

These critical wage rates can be compared to atdistribution.of potential

.©

. .

6 actual earnings distribution for urb n, year -round workers from the

197Q censUP wad used to derive the wage istribution shown'iMable 3
, :. ,

I t .

(INSERT) This imp

.,wage .distribUtion b

cit wage didtribution is higher ihanthe actual potential

ause.it excludes workers who worked lest than 50,1feekpf".---::-,
.

.%"

. . ,

'A comparison of idle critical wage rates (Table 2) with these actual wage
..

l'. 1
.

:rates,' Which should .be` -increased approximately 16 percent-in order to adjus

., 'I - .f . i 1

4 2

:four
,. ' I I

17 , ,

4- :far itaxes end inflation , Ohow the following:

4-'"i- i ' i '' i .

I.,. JtApprpxiilately4 one third of t.l. full-7time Female Wirkert would
( 1 .s4, n-'

Ant ei)e _ able .to 'support one c in. as a single parent. This is
:, ... -,..., ,4

,,.,,

lad' e4d ipProxAmately ne out of eight mali florkers.'!'
.1..

, \ 1
F a

. 9

ti

r
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A

A

4

Table 3., Wage Distribution for Urban, Year -Round Workers, 1969
. .

,Ho urlsx
Percent Distribution fqr Workers Aged 1.4 and Over

Female le

Total 100%. .,10 0 %

w<1.6o .5.

.

1%00<W<1.50 9 3

1.50<W<2.00 15 4

2.00<W<2.50 18 /' 5

2:60 <Wk3.00 16 97,

3.00<W<3.50 1 12 . 9

3-.50.<400 .8 _11

4.00<W<5.00 7 19 r

. L>5.00 5 38

Median Wage $2.42
,

$4:33
*

4," 1 I

a. 4:
Hourly wages are calculated from yearly,earnings,c4 persons,whq Vic,,

.

lived in urban areas and whoworked 50-52 weeks in 1969. The

assumption .that an average, work year is cOmposed.Of 2000,pAid. '4

Hours was used'. Calculated from U.S. Bureau of Census; Census..

/o.
Population: 470,E Val. 1, Part 1, U.S. Stimm#Y, Section'2,'&

Trable 247,
.

it

*

I.*



-

Over half (55 percent) of all'full-time female workers

would not be Able to.support 2-3 children as a single

parent The corresponding figure for males is around 20
- .

percent.

-367-

3. Apprtximately one out of eight full-time male workers

would.not be able to supporra
4

These figures giVe a'startlingly high estimate of the iio ntial
.

hard-core poverty population. With the present-wage istributio , these N

.

'.

.._ ., .
.. . ".. '-

figures shoU-that many poor households,households, as well as thoSe.which ght'fali

into poverty with the departur e of an adult, cannot It work,themselves.odt

of poverty." This is especially true for single parent households. Many

single parents, especially womenvwOuld not be able to earn enough at a

full-time job to support dependents if necessary. 'The economic Teality o
/".

the, situation is that most single women (and many.eingle men) with children

S'

,VI. Policy Implications

must join'with other adults or must receive govdrnment aid to
.4

be nonpoor.

Let us now leave the sterile world where only earned income exists and

.turryto the real world where taxation and transfer programs are'imporiant

determinants of ho seho d income. .[The frameworrlddeveloped h re c n be useful

inanalvzing the distribution and impact of talc tion programs. dr example,

..consider the U4p.syStem that taxes earned i e but not nonmarket production.

*
In tuch,a world,

1the provision of free child car could be,argued on equity,

i0

.grounds. for householda in which all adults. engage in market work. In addition,
0.

j i

.

.,,the evatuaonofiany income support program, from children's allowances

,-

.tcr.a.negat

-

clime tax, must include a reco4ition of th-time and mo

, .

as necessary nputafor househo In his*,paper, only the example of

JY0x,.
...1 i

*
.

tk. .

**: ,iihapEe. negatl e Income tax, same 11 be dtaeussed.

,.

I
4

3 7 P9 ,
. ti

-a

40-



4

-36A-

A fundamental equity problem in devising a negative income tax scheme
)

is deciding how to treat-households with difie'rent numbers of adults. This

d -1'problem arises in setting p tie 'benefit-taxation schedule and any
- . w.

. .

% .

administrative, rules governing work hehavior. Consper the' case where the

-i-
. . f

,,guaranteed income level is, M
0'

. Witt-Ott any market work all households

.- . .-

Would' be at point (T
m
,M

0
), which is above the poverty threshold by the amount

.

.

_ of time TaT -T , TheNlevel of the household's consumption at-;,. (Tm,M0)^
x in ),

compared to the poverVy threshold (T ,M ) .depends upon T
x

and its
. , 1

production value. These time resources above.thethreshord vary by

?
l

hopsehold composition from 131-hours for two adults with no children to

18 hburs for 'one adult with more than five children. If T
x

exceeds

. . ,
4%.hours,

4

then no s voMpeation is needed to buyaoff essential nonmarket

time in order for the household to remain nonpoor when an adult works full time.4

This situation holds for elk. households with more than'one able-bodied adult
r '

and for the single adult with no children; participation atany wage rate

will maintain the consumption of these households above the poverty ehreshold.

. 4.
,Since the households composed of singled lts with chlrldren have less than

49 hours 'available fo market wo , .these holtheholds mint be coMpeesatea for

he "essential" nonmarket time w i h they lack when_thejadult works . ,

, .

full time. Table 4 shows the wage rate necessary for

adult with dhiljren to be glzi the threshold curve using to tax rates (1/ .,1/2)

. .

Land two constant
k

r
reOlacement costs for housilkOld work ($2.00,$2.50).

18 1 g1

'
(INSERT) For example, a ,single adult with 2 -3 children must earn

. .

.

betWeen $1.72 to $2.85.ar hour'in*a full: -time job in order for the
.

, household to be on. the poverty threshold under a negaaVe ome tax
. ,

.-
. -% ; ,

program, witioguaranteed level M
0

Let me e413phadizethat t theae wage
. ./ 0

he single, working,

/, rates, the si4le,pareni households would be better off if the adult did riot'
. .

it
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Case tith Negative Income Tax for a Full-Time

gig Parent Households/

Tax 'ate ='1/3

.°Replacement Cost of Time',
$ :(0 * $2.59 '

1 adult with

i child

2(i children

4-5 children

6+ 'children

$1.42 \

1.72

1.87

.2.32

t77
2.14

2.33.

2.88

Tax Rate= 1/2 1

Replacement Cost of Ti
b/ !

$2:00 $2.501,

W
c

t

. .

:

X1.90 f

471- 2.30

-" 2,40:

.4 3.10

a. The 1973 poverty cutogf figures are used for M

1

- $2.36

6 2.85

4

*

b. The keplidbment costa of time are assumed cOnstant- rangetheange
.

.

1

e

. ,

r".

C



ti

-370- e
S

...

*lit

\ ..

.

, . 6 ,
.

work at all, since-the point (Tm,M0) represents a level of consumption

.__.-- .. .

above the threshold. Any Household with more than one adult will be above

1
the threshold even if both adults work at zero wages. In this example of a

negative income tax scheme% there is no way to prescribe the minimally
. ,

acceptable wage rate for each household on equity grounds. This problem

, A

ar0es because threessedtial money needs for families have been 1.1iderea:
41101.

- .

li

.
..

but-the time differentials across'families have been ignored.
/ , ' .

The difficulties encountered ih devising an income support program,

which is neutral with respect to hoUsehold formation are exacerbated by the

, .underlying problem of how to define households -- bylegal relationships or by

,actedl living arrangements. Any income support program that considers only

trelated Individuals as households wili'provide incentives for persons to form
,

. - . ,

,households, but not as legally recognizej, families. The dilemma, for example,

to treat equitably the following two households -- one -of-two-atiules-T-,

o
4 chiliirei who amore legally,ielated; the other of two unrelated families,
. . -

-.. _

each with 1 adult and 2 children, who live together in one household. Most

Likely, the absence df total coordination and sharing. results in
,

the income and

time needs of th'clOUble family hou ehold being greater than the needs of the
.

single family household, If.this i the case, treating the double family

as a sin ,le family would be punitive and create disincentiies for familips
.

teit
, ',

to increase their resoull* by joining together. Yet, if the double family 0
,-7 .

... .

i is conside..red as two hodseholds, their combined guaranteed income of $160.

J
would have teen 25 percent larger than the guarariteedincome of $128 for' the

.
s *i

6

same-sized single family household in 1973. Ow& possible solution
)r ') '

,- .

"'would be to t eat multiple family hoUgeholds neither as separa e househo 1 ,

.

\ , 1, ,e ,
IR, ,., 4.1 . . ,, I

,.
..,

nor as one family, Instead, the economies of st.,4Ie e joydd f am sharing loUse-,

j

luill psodurtin.might be shafed b the go'ernme an( the individwil's. kne

. 1
o . c

I

331.
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one way)a family,can increase its real income is to share household 4oducion

with-others, the government should provide maximum flexibility inples

7 .

. . .

governing Nbusehold formation.
-'

, 1.. . .
This brief discussion only begins to touch

upo (n'some of- the problems

encountered in analyzing the-work and formation behaVtor of households

under an income support program. The purpose of this discussion has been

.
to emphasize the point that any income support pi-6gram will affect the

options open to people in their household formation. Sinc
*it

the viability,

both politically and econonlicaily, of a, progrgm will be affected by its

.re

houSehold.formation incentiy, this, problem should receive Cgreful attention:

,

VII. Conclus(.ons N
..1

---,

The attainable level-of Oonsumpti n for a household depends upon':

p
., .

------income--and-the time available for'nonmarket work. The inclusionof time
,

,
...-

in estimating householdresources is especially impditirf when considering

those householdi at orLear a poverty level of.consumption. Forhouseholds
P .

with Children; the nonmarket-time required to produce essential home

...services exceeds thelhours1 usua ly requir, d for a ful -tim market job.

11

A 'major policy implication of defining t poverty th esho dsfiniterms of .

. 'both tine an money inputs is thatAmany.single adult's with children cannot

commdnd market wages high enough to bt above le threshold without outside

income or withoUt *joining up with'other*adults.

Housellolds cA 'affect their poverty status by varying their allocation

of time befiween market and nonmarket work and-by changing their compo*.tion.

4

Althougion4ositional changes 4-e less frequent,:,tha
. . "

changes in market
. 40

/

work' and are influenced more by noneconomic factors, they are equivale
I
nt

0

44. r ,. , , ,:- .
.

..::-.1arge 'earningsNchanges in their impact on'thepoverty status a- r tne-

) ,

.
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lionseilold. An estimate of the potential poverty population must L.include.
t. ,,,, . ,

predict i ons of the impact of future compositional. ,shi fts on the-pool of
.

1

poor families which will require
I-

? goVernmnt aid.
t .

o

I-

4.
The framework developed iri .this paper can be used for policy purposA

ilt 4 .........)
L.-

,

t
to rdent 1 Cy those households Which are IiIkoluntarily posr and differentiate

.
. .- ,

., 1

mon-, this group on the basios of, whether a household IS eS:pe.cted t3whave
*--

insufficient resources for a short or a 1,41,g per iod. Although these
, .. .

guidelines can be useful in identifying those most in need of Aov9rnmental

. i . t .help, they .emphasize the difficulties encountered n trying to r.e-at:. . 6 4 61C

equit:ibly households iligt differ in time andmoney 'income. Because

es-scintial production/ occurs in the househol0., anti because- larie economies.,
4

4 ..$.. . . !

1) f . f-.3'ca le aro \ iness-ed in "househol.,1 prodoc tiion . tncome maintenancp
.0. ,. ,....

4 % ... o

U.:CT/nil IS Should proviAle incentives for lionse holds to increase. their reifr
. . 4 - , -.7

,ear
i%

LUCOilie b benef i ting front these scale Qconoiniri;. 'sore :eilerallY , this ,,.

14,11)1. a rguktliat in evalitato of costs and the distributl onal
' 1'1°

1. impact of an inco iru.! sunoort proglm g influencemust t'nclude the program's_ influenc......

I

upon household, formation as well a5.-, wort: behavior.
t , ',

#

4

3<3a

ll

o,

--

1 1

..........,:..il.

.,
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Appendix. Derivation or Threshold Parameters

A. T
1

c

T
1

was caldulated by-estimating the,. average hours per day spent on

-373-

various homemaking taski. Becadde the government's poverty standard'

implicitly assumes the use of time intensive techniques, the time spent

:

on Food - related activities, clothing care, family care and marketing

management wastaken from the budge-studies of nonemployed homemakers.

The ictivity,of house care deemed to tave the largest variation and to

,reflect a homemaker's preferences'as well ashousehold needs; for thid

reason we used the time spent by-employed homemakers on.this'activliy.

,

The average hoursspent by the husband were added'-to the time spent by

the wife to.get total adult hours. Budget studies were taken from
.

Kathryn Walker and William.,Gauger, "time and Its Dollar Value in Household,
.

-

Work;" Family Economics Review, Fa1,1 1973, and Kathryn Walker, "Household

Work Time: Its Implicatirs for Family,Deciaions;" Journal of Home

*

Economics, October 1973. The Walker,results were compared with two

Zither budget studidc (Flbrence Half and Marguerite Schroeder, "Time

Spent on Household:Yasks," Journal of Home Economics, January 1970;

Sarah Manning, ."Time Use in Household Tasks 1)9 I diana Families,
4

Indiana-Agricultural, Experiment Station, P due University,,' Research

Bdiletin No. 837, January 1968.) A4 ough these studies showed dikferences

in time.spent by activity, oyerAil time spent on household work was

..--

comparable. The budget studies cited above were for husband-wife families;

do:data e av lable for single parent households. We assumed that the

.

;6-

t one a t family would spend a half hour less each day on food-re ated

activities and houge care and another 1-1/2 hours less each week.on clothing

care and shopping. this assumption was based npon a liberal interpr4tation'

3,84
;) 4 -4

-

A



of the decrease in time spent on these activities with'one less child.*

The only data available on single personwere frop "Summary of United

t

States Time Use Survey'," Sur Research'CenterUpiyersity of Michigan

Ann Arbor, May,. 1966. (This study was part of the larger, multi-.

natjonal study reported in A. Szalai,(ed.), The Use of Time, The Hague:

, m *

Mo4on,'1972:)

,Type

Household

Two Adults:

The final vdlues

Food -

'Activities.

of T
1

and

flouse. Care of

Care ;Clothing
1 I

its components are

Family , Marketing/

Care- Management

t
given below.

Total

(Y )
1

0 Children 1 15 10 8 1 9 43,

1 child l( 13 8 15 410 62

2-3. children 18 13 ; _9 16 10 L6

4-5 chiidAn 18 13 9 18

6+ children 19- :14 10 19 .11 74

,One

0 children 1

, '10 8 6 1 6', .31'

.

1 child ' : 14 12 1, . 15 9 57

2 -i' children 1 16
!

12 i a 16 9 61

--4-Li children'.: 16 al, '7i 9, _ 3,8, ....._ 9 63

,
6+ children 17 12 - 1 10 19 10 '69

i

The Calculations for T1 were performed by Cynthia Renee.' Further

details on,the derivation of T
1

may (be obtailCd from the author. ;

B. TO

The value for ,T
0

is based upon the assumption that an adultOmember of

the household must spend two hours a day managing the household and

interacting with its members if the household is to-function as a whit.

For policy purposes, T
0

is not an important parameter since constraints

ere placed on the amount of time people are expected to participate in

Ilyirket work.

1 . -
J.
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I d,'

1
, . I..

.

M.' ,is calculated assuming the average replacement.lialUe
1

work time is $2.00 and $2'.50 per hour.
-

-j75-

of hougebold

These values are conservative '

for 1973. Comparable replacement rated were estimated for iYracuse,'N.Y .

. .

4
%in 1967; they ra nged from $1.65 (dishwasher. p $2.50 (cleaning orman)t

a.
'

(William Gauger, "Household Work: Can Qe Add,,It to the GNP?" Jotirnal
I

1

of Home Economics, October 1973.) For putkoses of comparison, note that

}sourly wages

increased 46

Table C-1).

level since

of nonsupervisory workers on private nonagricultural payrolls

percent from 1967 to 1973 (Employment/and Earnings, June 197

Al o,, minimum wage was $1;60 in 1973, but it had been at that

1966 and was increased sharply id 1974 (Fenton Elder,, "The

1974 Amendments to the Federal Minimum Wage Law," Monthly Labor Review,

July.1974.)

T
m

was.constructed by su1tracting the minimal amount of time ahealthy

person must devote to Persdnal-care, rest and leisurOrOm the 168 ho.urs
a .

-available each week. The value used is the!aveXage time observed for aal

. e

adults in a U.S. sample (See Table-L-tummary-bf United-States-Time Use

l'

Survey.) The observed average of 10.2 hours per day (or 71, hours per week)

,-
consisted of sleeping (7.6 hr.): resting (.3), eating (1.2), and per

e. .

bare (1.1). The average adult:wasalso assumee,tio need at Ieasx one
'. . .,

. .,
.. .

hour.each,day for free time and three additional free hours on the week-end,
. .

.or 10 6Ours free time per week
. ,4-e

hours pA,vfeek. for>the average

This is considerably below the 16 ree

'adult, in the survey. EaCh adult, then,
I
/-

assumed to need 81 burs maintenance time each week. 'The calculations

fox ,Tin

, '

Were performed by Cynthia Rance.performed

2 -; 3: fi

4.;,..

'7

t
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*Assistant Professor of Economlcs, Univer itY of California, Berkeley.

This paper has benefited from comments ma e on an earlier draft by
.

Nancy
J
Chodorow, Frances Flanag-an, Gillian Garsia, Aaron Gordon, Mel

.

Jam4son, Theodore Keeler, Harold Wilensky, Michael Wiseman,and Lloyd

Ulman. 'Cynthia Rence provided inyaluablelassistance. Flnancial sup:

provided,,,port ;ps by the U.S. Department of Labor under Research.
i

. . r .

. Grant No. 72-06-74-04 and by the lqtitut of Industrial Relations,
.-

. %

. ,

University of Calitormia, Berkeley'. Since grantees cAnducling re-
.

.
.

.

search projects under government sponsorship are encouraged Co express
. .. . 1 . .I.:. . ,

.their .judgment freely, this pe'Per'does not necessarily represent the
, .

officiopinion or pOlicylorthe Department of Labor. The authotlis
.. \--',, . .f 4 ..

sorely responsible Tol- dts contents..
,..,

s

)
.

,
. Ts ," , j - , , .

1. 'See :collie Orshansky; "qoUnting;the Poor: Anwther Look at, the C-

Poverty Profile, :Social Security ,Bulletinjanuaty 1965,'and

Ptollie Orshansky, "Who t s Wh9 among the Poor:. A Demographic View of :!

-

Poverty," Social Securtty.Bulletin, July 1965.

21 ,The theoretical antecedents of.ellis paper can be- found in Gary Becker,

';The Allocation of Ttffie,' The Economic,Jourhal, September 1965,

pp. 493-517. Empirically, James Ho'rgan's groupat..the:Univsersity of

Michigan have calculated income to needs rat ios that include some

household production (e.g., do-it-yourself projects,-home gr'9wn fOod)

and child,care costs when all parents work in the income mea'Sure.,

This presents a start towards a more accutate calculatiOn of household

...,rr

resources. See Survey Research Center, A Panel Study, of Income Dynamics;`
1 e . ..

- 1 , . * ,, e,

Vol: I': bilii.rehiiiiCttAAri*ATMArbOr;:19/ .. %
,

, .
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3. U.S. Department of Agriculture', "Family Food 'Plans, Revi ed 1964," Family

. , r
Economics Rttriew, October, 1964: The original index wakconstructed'

-by, assuming. that fodd expeOitues-reptesented,1,73 of `the total blidget-.

Annual adjustments in the standards' are made by multiplying the

threshold levels by the change in the Ocasumey Price Index. For a snore-'

detailed discussion of the poverty standard, see "Revision ift"PovertY
a .

Statistics, 1959.,to 1968," Current Population Reports: SpeCial
.

Studies, Series P-23, No.28, August 12, 1969.

.

-, 4., See U.S. Department of Agriculture, "Family Flood Plans and Food Costs:"

.
. t

Home Economic Research Report No.
1

20, Nov. 1962.
,., ,,,,

t

: s

o
7

. 5. Orshansky, "Counting the Poor," p. 10..\., . .

6. 'The implicit assumption of a person workiiiii full -time at home can be

I'seen more clearly in the calldation of budgets, for nonpoorhbuseholfs.,.

These famlly bUdgets, issudd-by the Department of Laboi-:wre calculated for -

a hypothetical'faMily of four a 33-year-old husband employed full-time,

his nonworking wife,a boy of 13 and a girl, of 8. In the "low-cost

budget," food adcounts for'27 percent Of the-total budget an restaurant,

0
meals'constitute 13 percent of the total fbod costs. The costs for

food at homeoare based on the USDA low-coat food plan, whfch includes'

foods which retidire a considerable amount of home preparation. N,I11°'

addition, there is no provision for paid child care: q11;:s low-Cost

budget is considerably mote liberal thanth
.

,povertY 'standard.; in 1973 the

°

low-cost budgdt for the family .of four was (pf which $1216'was fox.

payro)(1 and income taxes) and tge.domparible poverty Standards $4505.

The equivalency'tdbfes issued fpr the purpose of transposing.thle

;ow-cost budget to other family configurations'dO not allow for time

r
I



G

9.

-378- .

differediials.
,

or

For exanqale, the equivalent low-coSt budget for the one

parent, 3 children family is given as 96 percvt of the'standard'budget.

If the low cost budget, assumes an hdult'working "full -time at home,

then surely this assumption ismade in calculating the poverty standards

wiich implicitly
a.

assumdsmore, household productilip. -U.0 S. Bureau of

, t,

Labor Statistics, 35tonfilards df'Living, for an Urban Family,pf `Four Persons,
. . .

. ,

Wing 1967, Bbiletin No. 1570-5; U.S. Bureau O.f Labor Statist cs,v
4. '''i

- ,--, .

"'Autumn 1973Urban Family Budgets and Comparative Indexes, for Selected
VI

Urban Areas," USDL 74-304

Revised EqUivaledce Scale

ne 16, 1974; U.S. Buread of Labor.Statistics,
-

r Estimating Equivalent Incomes or Budget

'° .

hosts by Famil e, BulletibNo. 1570=2., Nqyember-1968.
, 0. r '

7. IhluSehold8 must have money inco e M
0

available lor:consumRti9n in

'.- . .

easure used should be net of taxesorder -to be nonp or. The\income
-

Id work expenses If a net me sure not'used, the

will be overestimhted.

income or'the

working populat

1

8: See'Gauger, liousetold Work: Can .We Add it To The GNP?" JournAlfos
j. ' . - \ . . .

, , .
. .

. .
.Boma Economics, Oct ber 1973. :4.

"' :_ .

,

9.Theitiousehold may f ce the situation Where it repla7S Its time..

inputs witttincreas ngly lesi costly market intluts(before it teaches.

the point where substitution is with increasingly" °more costIly'market

inputs. hlb situat n will occur if the'replacemene coat of the,time
:. ,.

wtiicti
- '

must'.first be r leased for marlietwork( for exmhple, child care)

is 'higher than the-re lacemeht cost of ,time, wh`lh can,be.released at
,o( ,

, 1

. ... ,
i-'

;tile adult'Ths discretion (for.example, fopd related'adttviqes). .,

. .
..-

(-. The'yarlapleeeplaceme t cost is assumed to be a step function on the

giTinds !chat hotisohold.
,, ,

43Torch:Ise ounu-.0so,''goods (-01:g...child care
gr.

0

J3o .
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services, food services, laundry services)-,For-the casesof
.

1 adult
--.. ', -i-, .

with 1 to 5 childrpri, wher.the average replacemAnt cost is $2.00, the
..' -

. . . 1

first 20 hours are assumed to cost $1,60 each, the secondet5 bours'are
I

_
,'

i

assumed to cost $2.00,:and the remaining hours cost up to $3..00; when the

s
°-a erage replacement -oo'st is $2.30., the' first 20/1hourslare-assumed to':i .-

1 .

$2.00 eac the second 15 hours

4 cost up to $3.75. For the .case of 1

cost $2.50, and the remaining hours,

adult with sixor more children.,

.

',the $2.00 average repladementcost is'divide /

so that.the cost of the

111 .

Hist 20 sours is $1.64 each, the second 20/hours i's' priced at -$2.00,
l 1

.
the third hours ispricedoe $2.140; for the $2.50 average cost, the

.

.

three bundle of 30 hours are priced at $.2-.04, .$2'.50, ail& $3'.40 each,
, .. .

renectively. .

households, no

In the 'Pasps of the single adult or the two adult

full-time in mar

onmarket time must be released for the adults to engage
/

;
,

et 14ork. .Therefore, their orariable rate of substitutit4- e.

between market and norimarket time is un mportint in these consideratipnee
°

..

,
4

, . ,

In a U.S. sample
,
both

' employed men a dwomen spent 1.2 percent of'work

-related time in "regular work,"

in "trip to/from' work... See,Table 1, "Summary of United S
.-

es.

9 'ercent in "ponLwork," and 9 percent ,
o

.
tes Time Use

. ,

SfirVey;" Suirey Oksearch Center,,University of MO, an, Ann Arbor, May 1966.
,

12. `Although -the two adult houSehold has enough nonmarketihourd amenable r.

after working full time to perform theessential household work the

timing of these ctivities may precludetoth:ddults from working withOut

\
,. huykdi'replacem nt timeat home. For example, child care services .,

mus be pedorm d eaph day at certainhours. If,

4
the lts cannot

."7 -- . ..

ad

. ..
ii ange their work hours around the Child care, hours, *then child care
.-

,

1

0
4

%.2
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,.

'-services mga -purchased when both aduitl work.' the probienis

SChedulin nMarket,tiv have not'been included in our calculations.'

13. The general"over,ty rate,for female headed, households was, calculated

I'

" ";.

from the income distribu iOn itlr Chilareh (U.S.
:\e ,

Bureau of &Census, CUirent.Population kel;orta "Money Income in 1973 of

.,
Families and Persons in the United-States," Serie$ P-60, No: 92,

. , . '
i .ar

hours
.

r1975, Table 27.) Full time work was assumed'to consist of paid
, ..-.i

t' ti'
N .

per week, partrtimd work of 20 hours. Single female parents with fewer
.

.
,

,.

than 'six children can work part-time without buying- off essential nen-*
;P..'

4

4market time, provided. the problemof young children who would require

child care during working hours is assumed away. The amount of money

income (M
w
) : needed to be on the threshold if the female head works full-

,
. .

time was calculated for each size household. The number of households:
,

. .

with ineome above M
0

but below M
w

was then calculated to be 756 r

thousapd. Of these households,35.6 percent were assumed to have the head

Working,fnfl time, which would make the household time 1.42er.. This rate
e

represents the percent,ef female family heads who worked full-tiffne at

least 40,weeks during 1972 (U.S. Bureau of C'ensus, Current,topulation
,

Reports, "Female FaMily Heads," Seriqs P-23, No. 50, 1974, Table,13-)

4 .0

An. analogous caldulation was made for female head's with more than'five

childred.who worked part-7time. Similar calculations could be done for

single male-headed household's (14J8 thousand) or for the female- headed

households with unrelated children or elderly Rersons, which are part

of the 3291 thousand female- headed families excluded 'from the preient

ealCUlatiOnS.

-

3 9 1.
3'
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14: U.S. Bureau of Census, Current Population Reports, "Characteristics

1
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of the ow-Income Population: 1973," Series P-60, No: 98:1975, Table 4.

5. U.S. Bureau of Census, Current Population Report, "Households and

Families by.TypeL March.1975," Series P-20, No. 282, 1975, Table 5.

16. The 'critical wage rate, We , is equal to

. a

M x Ep h
0 1 i i

_ , for pi < We < p
i+1

.

(1.--T ) + Ehi
m k 'i ,

a where p
i

is the replacement" cost per hour and h
i

is the number alp,.

.

. hours in the ith bundle; The following cases occur:

a. Households with two adults or one adult, no children: market

work constrained to'49 hoursper adult, and-no nonmarket

_ hours needed to be purchasedTin order to work full -time.

MA
W = for each adult paid for 40 hours.
c 80

, or e

_

b: Households` with one adult, two or more children:. market work

constrained to 49 hour's, aid 49-(Tm-Ti) hours had to be

purchased at the assumed rates (see fooLotei0). The critical

,

wage rates are adjusted (mOltiplied by 1.22) for unpaid work
),

related time.;

c. The one adult; one child household: The adult can work Up

c.?

to 30 hotirs,withouf putchasing subititutes for nonmarket,

times This. is the optimal solution (Wc= 1.22(M0,0)) in all

cas!except the $2'.00 variable replacement cyst, which is

similar to (b) ative.

,q92

C

O
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U. This 16 percent adjustment tigure is ,based upon the following facts

, ? .

avetkage hourly earnings of production or nonsupetvisory workers on

nonagriculDuralppayrolls increased 29 percent from 1969'io 1973

( EmEloyment and Earnings, June 1975, Table C-1 ); at thb median

of income ($6037)., female heads of households who worked full -time,

.year-round paid payroll.and income taxes equal to 13 percent of cross

earnings. (Pail Ryscavage, "Artnual Earnings of Household Heads,"'

,Monthly Labor Review, August 1975).

18. Since each adult 'is assumed to spend-49 hours in work activities, each

household has'38 Hours available for nonmarket work. The critical /
N

. / 1

wage with a negative income tax is then equal to 1)(T1-38)/,(1-04g,

where p is the replacement cost oftime and 'fit' the tax rate... This

wage rate equals the cost to the household of substituting market time

YL

-,
or essential nonmarket time., These wage rates arethtt multiplied by

1.22 to account for the unpaid hours associated' with paid work activitles.

19. For further' analysis f the household's work.response and formation

behavior pnder,AFDC and some hypothetical income support prokrams, see

Vickery,'"Housphold Formation and Income Support Programs," (in progress).

.41
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'Education; Earnings, and the Ghetto: Problems in Inference

from Geographically Restricted Data

Michael Wiseban-and Frederick boolittle

. Abstract.

Several.data-tets providing information on characteristics of

hOuseholds residing in poverty areas of major-American cities are

currently available. In this paper the usefulness of these data for

evaluation of policies designed to improve household_ Veffare gis

considered: We argue that the geographic i trictions imposed by

these data can produce important b1,as5 in policy evaluation. The t

'point is illustrated by compsris f estimated returns to' education

calculated:using a "poverty area" sample and returns calculated

.using.a mare inclusivi data set. The paper is concluded with a discussion

. of the circumstances in which such data will prove valuable.

)
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It is well known that ordinary least squares estimates of the parameters

a

Y '
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of a regression model in which the disturbance-term i s not-distributed
4

independently of the'explanatory,yariablep will be biased. .In empirical

analysis of the relation between education and earnings the problem most

'frequently arises because of liek of information-on-family background and.

ability of workers,. Since both socio-economic background and ability are

likely to be positively correlatewith educational,, tainment and earnings,-'

4

. regression of earnings on education alone will lead to an exaggerated,

impression of the effect of school on income. ,
,

.

. . .
. .

A related problem is, encountered when the sample,employed is drawn iii

,
,

such a way that the likelihood that a member of the population undir analyA
..-Pr.

.

will be 4ncluded isjsot independent of the disturbance associated with

,e2

, that memberin the population regression function.' The direction and magnieple

.

It -'-Pot'.
1. effect ofeffecof thislampling, bias o c effitients in amodeljs dependent

6

upon (1) the correlation bitween the probability-that a pogp Lion member '-.

will be.Sampled and its_ disturbance and (2) the correlation; if any exists,
r. 0

., .

between the sampling probability andthe`right-hand variables themselves. This

--'' qsecond source.of bias is the topic of this paper.
.., .

. r -,,,

' Our concern with the sample bias problepris motivated by V.zo thingn. 'Th,

s '4 , . - .

,

First, the bureau of the census has recently released a substantial body of'
a

Is

data on the labor farce experience of workers in "selected. low-income areas"
` c,

. A

Of major cities and certain rural counties in,fhe United 'States.
1

The Census
.c _ - AV

A
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Employment Surveys (CES) are extremely rich, covering in each labor'market area

such factors as trainipg reoeived, current and past jobs, education, family

-status and earnings foi well over a thousand wOrkeis. The labor force
..< .

1 A

participation and expeiience data in
t

the.CensUs

'6.

Employmeteurveys are far
,

superior to the Information on these topics'-eollected.in the decennial census. .
superior

.i .
However, the scope of the CESis quite limited. These data were collected

.

. .
. .

,

.

only for adults residing in areas "identified first by reference to 1960,

, 1,ft

census ,data and subsequently corroborated by a variety of local sources

likely eto contain relatively high proportions of persons with low income.
"2

741..

!re

Because of its
e
richnes ; it is naturally tempting to,usethe CES data

source to evaluate the impact of education, training, experience and other

variables\which can he affected by man0Ower policy on worker earnings.

However, use of the CESsin this way is, hazardous because those for -whom such
--

factors have "paid off" may have,left,the,4reas sampled altogether. Using

the CES f r eval uatio of policy could,'iriother words, be like stRveying

:f

the inma s o a penitentiary to find out whether or not crime. pays., The

'$' empirical significance of this-effect is difficurt.to assess since data

Similar to that collected in the CES is unavailable for psePle residing outside
. _. . ik

ItA.. ,
the sampled areas, but the bias issue must be considered before such data,can,.

be exploited.

The w ork:of Bennett Harrison on the' determinants of earnings for ghetto.
1

residents proVides

has in a ser.i.eirof

;

the second source of motivation Tor our concern. Harrison
. --t

widely-cited publications argued that the payoff to education

---"

fertnwhites in America ghettos is at best .

not significantly different from zero. This conclusion is basedQprimarily on

I"

O
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analysis othe earnings of workers residing in 'poverty areas of twelve of the

largest,American S.M.S.A.'s. Thee poverty areas -- termed "ghettos" b

Harrison -- are it most cases v tually'identical to the areas covered by the

census employment surveys. Ho 'ever, Harrison's data - source, the 1966 Survey

of Economic Opportunity (SE0 , also includes datailft residents of nonpoverty

treas. As a result it is possible to use the SEO and a reevaluation of

Harrison's work to asseg the importance of biases, inttoduced in-empirical

analysis using geograph caily restricted data*Aike that provided by the CES.
rr

In section one wI review the structure of the SEO and destibe Harrison'a-
.

11rocedure. In section two alternatiye estimatesof the returns to education

using ghetto and more comprehensive samples are cafe fated and evaluated,'

The paper is concluded with caveats, suggestions for fu
4,3

..
I

ure research and

data collection procedures, and a brief consideration of the circumstances' in

which data like Ow. provided in-the Census EmilOyment SUrYeys'may be useful.
ce-

'It

,I. The Survey of-Economic Opportunity and the Harrison` Research

BY:now:the SurVeys of Ectnomic(Opportunity are familiar to yirtually.

,everyone involved in reseatchson hoUsehold economic behavior.
4

The SEO

was conducted in two.years, 1966 and 1967, and, ift eachyeai, in two

e

samples. The first was a national cross-section patterned after the. ,

. 1-.*
-,

, -
.

,,
Current'Population Survey. tb-i'second was a supplement deslighed to

t d
. . ,

#*increase the number of observations obtained on-honwhites. The supplement

qas drawn exclusively from census tractsconeaining a large. proportion of

.

,

tiojwhi.,Pe,perpons., The objectofrhOlupplementation Was to improve information

available on poOr'families, many of. which are known to' be nonwhite. On the

r, 4, ik

original data tape all'househOlds residing in these."nonwhite" areas are

+4.."..
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In additon to the information on neighborhood racial eoilpoSition thd

SE0 iddentifidd households residing in "poor" areas of central cities of

large (250,000+) S.M.S.A.'s. -These tracts were,selected on the sis

. '
.

'of-reriteria involving, the proportion of tract families with incomes less.
fi

than $3,000, the proportion of families headed by single adults, average

education and skill levels of male residents, and housing deterioration. ly

_and large,the areas designated as "poor" in the SE0 are "substantially

nonwhite," but areas of nonwhite population and "poverty areas" in the .

survey are not coterminous.
5

In Figure II..ire,have sketched"stylized"
/

Survey of Economic Opportunity city with "poor,`: "nonwhite, "cential.city"

and "suburban" area marked.
6

For twelArd largeS.M.S.A;'s covered in the

tE0 the actual boundaries of,tftese areas are available in published sourced";
7

,.
.,

The observations in the SEO on workers'residing In the poverty area
. .

. ,

are employed in an important segment of Bennett-Harrison's research on

earnings and unempl6Yment in the ghetto. To assess ,5* usefulness of

lr
"

education and training as -tools fot improying earnings, Harrison regressed

weekly earnings, annual_earnings, unemplpyment rates,'and an index of 'socieetnomi

status, on measures of education, age, ttaining receivek;, industry, location

and an indicatot of sex for black and white poverty area residents. His results
.

- -,

indicate little payoff tgeducation fbr ghetto nOnwhites in what.is probably the

critical range for an anti-pAterty-policy: from 8 -15 years. Inc edltor.

nonwhites, Harrison estimates the return to a high school diploma (compared

to 10 years of education)to be only adopt $118 per Year'. Hartison.was unable-"

.-7 -7 ,
to control for,family background, ability, and'other key'vartab4ed like

.. .

P.

d-

.
.

. 1 -.

to .correlated with,his regressors. But insofat as they are positi

1

a 0

ts 3j9
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e. %

r
c

.1

correlated with earnings, omission of these factors causes regression
.

.,,.4..

.
, .

.

estimates of the return to education to. be biased upward and-Harrison's estimates
, -

i .

c .
c * , .

of the return to education to-be, if- anything, overstated.
4

.

..

0 Harrison is, of courte aware of the-possiblity that, his estimates ofthe
zi 9.. v. . ,

returns to education may be biased downward by his exclusion of,nonghetto
,

, . .

residents. In.published work he responds to this problem
.

in two ways. First,-
.

-

he suggests that by and large ghetto residents don't leave the ghetto.. This'

statement is supported only by a "decidedly Unofficial" B.L.S. analysia' of
.

..

moves,by 7,200 ghetto families over a two-year period. However, it is possible

, that the critical period for ghetto exodus occurs when a worker is young,

.
,:,

perhaps before he or she marries. By looking only at established households,

't-

the 8:L.S. may have assured that only relatively sedentary units were

4 48 "...
.

interviewed. ° Since= in all of the cities surveyed there are indehtified areas

of "substantial nonwhite population" outside the poverty areas, it is clearly_

possible for economically successfUl blacks to move out of the "ghettos."

Second, Harrison argues that returns to education are in general no

.-,,,

better fornonghetIto residents than for people who live in the SEO poverty

4
,

.

areas. To support this contention, Harrison-Tan additional regressions

1

employing observations-drawn for individuals residing outside "ghett"ghetto"
.

. ,- 4

, r . "

areas in the remainder of the central cityand the suburban.ring. He found

"no aarninga7 payoff at, all for nonghetto nonwhites,whO did not at least

begin a coUege program. In the nonpoverty central city, nothing short of

a:college degree brings- statistically significant returns to nonwhites.
08

When Harrison repeated his regressions using only observation for the

pngs" he found that "the cumulative impaCt of education on

. ,

. ..

nonw f e-earninga,is no greater in the suburbs than in the ghetto.
0

O

4 '1
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These tests are inappropriate and as a result do not necessarily supiiort
.

.
...

.Harrison's argumeTA. Consider the followint example. Suppose thatth4 "Universe

'onsists of people living either inside (i=1) or outside (i=2) the ghetto who

have one of two possible educational attainments E 0.1,2r. Let n
ij

be he
.

'manlier of people living in area i with 'education level 1. calculated over both

ghetto,and-nohhetto residents, then the usual empirical measure of the dollar.

"return" to education is Wj Wi.4 or, in this case: W2 - W1.

Letting ai = 51j/(nli+ n2t)7 denote the proportion of persons in education

class j living in the ghetto, then

'and

W =.a w + (1- a 3)w,,,

W2 141 6"a2w12 + (l-ci2)W2 2" alW11 (1-N)w 1
(2)

, -

The dollax return to education calculated fof iletto residents alone is ,

w
12
-w

11'
for.nonghetto-residents it is w-,a

zz
-
W21.

Th hypothesis that.
0.>

. .

selection effects cause estimated' returns to education.for ghetto residents tb
;-

' '

be 14*ed downward relative ,to those eseiMat-e&, or population as a whdle

implies that , .

w2 '41 wi2 "11

Substituting expression' () for the appropriate quantitY alters inequality'

(3) to

w22 w12
W21 Wll a2

r°

(4)-

The left-hand side of (4) is the ratio of the nonglietto-ghetto
---%---

,;'
differential for education class,/

i
to the same differential for education class 1

,Tile right -hand side is the ratio of'the proportion of workers in education class

1 who live outside the'ghetto to the same proportion for education class 2.
to

4 0 1
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.

If selection'bias is absent, the inequalityshould nothold,or at least the

4iffereitce in size should bg small.

Harrison, on the other hand, interprets the selection hypothesis id imply

that education returns outside the ghetto should exceed those within, i.e.,

or ,

4

w - w > w - w
22 21 12 11

w22 w 12

w21 w ll

z

But'this is something quite different from the selection hypothesis as ve have

described- it. Comparison of (6) and (4)4'inditates thatif.residente outside'

the ghettotis positively
correlate&ith education, Harrison's test is too

than 1. returns Vhin residence

classes are identical (a condition Harrison would consider,a clear refutation
06*

. -

.,of the selection hYpothesis), refurna'estiiated foikr the entire popUiation will

exceed those within either group if (a) the earnings of.gheto residents at

P t

.
each level of education are less than those of persons liviniPoutside the ;

Y.

ghetto and (b) the likelihood that a worker will reside outside the ghetto
, r.

increases with education. m

, 4
, II. An Investigation of the Selection Hypothesis'

Ordinarily '- appropriate procedure in a case such as thli would be to

replicate Harrison's regressions o n the sate data, adt emplpying the combined
, 10;

ghetto and nonghetto observations. These regressions Aid then be compared to

Harrison's to assess the'importance of the sample resOiction
.,

he imposed for /
. , '

.44 ', p
'

.

i --;

evaluating the relation between education and earnings. We have -not dtite,this-
,..

,

-

A

Our procedure differs from Harrison's in that we employ a different data e .

ti / 402 t"
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.we'consider only measure of earnings, we. use only observations for males, And

.,.
we-rely on two-way tabulations rather than regressioni. !_

Our sample is.the 90 Survey.of-Economic Opportunity. The 1967 Survey
..,

. .
,

iS.employed instead of he 1966 tape because it.is generally thought to be

of better-quality.
10 rrison -used the 1966 sample because only in that year

_ -

-..e . , , I.

. . , .

was iinformationcolle ed on training received by workers. This is
.,
an issue

'.-

Which doers not ;cons e us here.

.

Our basic data. estrictidns arethose used by Harrison. We have

restricted our sampl to residerits,ofthe twelve large S.M.S.A.'s Identified

on the SEO tape. :14 hav eliminated from the sample all people still in

school,Pelf-emplo 1 d, or thse armed forces at the time of the survey. Since

-w are concerned p'ilna ily with those peo who are substantially involved in
, 1 ' '

4 .2..

tha abor fotce,
.

-"farm rrison,In Antiudingiln the analysis of

-...

weekly 'Otnings o
,

oseyeppWre rtingst,least thirteen weeks in it

Ci4
-6' ' * ,

, . 6

labor force in 1 ,A11-the earnings -measures We report have been
.

..

.;..,:t... .,,_

.. cii`

, , .
.

.

' A

cOtrected fOr.in erc y variations in conSuper prices.
11

Unlike Rarrison, we

utilize only oba rvation for nonwhdtes. /

While Harrison looks at.determinants of .weekly wages, unemployment rates,

,labordoice parti ipation, annual earnings,, and socioeconotle status, we shall

-
concentrate or siuplicity only on weakly wages and "earnings during all of 1966.

Harrison states that he employed as -ameasure of weekly-wage "individUal

weekly earnings in March 1966.
1

.

2. This yariable is not in fact on the 1966 tape.

HarrAson used, but a'similar weekly.earnings variable is available for 1967.
13

< - , 1 !,

Even though-available, a measure of weekly wage in .March (the SE0 survey montO
,-, .

can be misleading as an indicator of average weekly wages earned while working
.

,

!
.

_ .
.

, . ,

e restthrough the qf the year because, of seasonal variation and other reasons.,
et.4,

.-.,,,,

Q 4*

1.10 3
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ConstruCtiOn and cannery workers, for, example, are less likely to be %lacking

in,March than at other times., We have chosen instead to measure 1..Jedkly,,,wage

fOr'our work by the quotient of report d annual earnings divide& by weeks

c 14
spent working.

'.In addition to using the weekly w ge for the men in our sample.we report

some calculations below using annual erhini-a for those workers-in the labor:
. .

force for forty weeks or more. A fill scale analysis of the sources of'

interracial earnings differentials ca is for.investigation also of, the

determinants of unemployment rates an'd' labor force participation. This ise

beyond the scope of this paper. The "annual earnings-measure should reflect
4 .

some_unemployment effects, andless-than-fulltime labor force participation
,,,.

+._

. .

is not common among the men in our'si ample. 'Ningty-one percent of the men

Satisfying the other mlintioned above were op the labor-force for-

. . ,.
.

at4least forty weeks, and it i. this group for which annual earnings are reported.
, ,,..,.: ...

We have chosen to, analyze earnings by.yearsof experience rather than

'age (as uped by because of the now substantial theoretical and

empirical evidence that experience is the moxetapprePriate variable.
15

D41,

Z''' ,,r ^ .

1 .
,

.

i(y,Nto lack of a better alternate, we have followed Hanoci (1967) and measured
.

,
.

.1-
.

. .

experienceas the difference between age at the time of the sample and, an-
. . \

estimate of the age of the worker upon completion of school.
16-While

probably /

. : . .

nor too far off for, men, this procedure is .likely to produce substantial.

i

.

errors in predicting the actual laborforce experience of women. -There is
,

1/41-

some'evidence tha R1 ro P eraccounting'for.experience takes significant difference

.

.

11

in eMpirical analysis s'of the

i

earnings of female'workers.
17

Because of
. .

.

uncertainty about the reliability of 'our expetience measure for female gOrkers,
....--. -' f

4

we utiliee'be/ow only obserVations for males. Intlasion of:female
4.

workers is--
- t- .

,.- . -.
noVessential,to the illustration of our point.

4 .
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Thetab ulatidns for weekly'wage and annual earnings are -presented in
4

r .
0'1fr

-Tables l'and 2. We report averages for only the edudatign range 9-16+ years

and experience-range 0-20 years. These,intervals seem the most iMportant .
,...,

___:___3 9 o . .;

for policy.
la__

The "differences" cited in the table are the return tp education
-- .

'0 '
holding experience Constant'. The $28 cited in the o-4-years experielce/12 years

,
,

education cell is the difference between mean earnings for this experience group
,..

,.. .

with 12 years education and mean earnings for workers with6be same-experience
,

,

i : !
. a.

.

, .

1 J t* t 4 o ''

i

'
bur 9-11 years of education.

19

Our hypothesis is that restriction of analysis to gitto residents leals.
4( St.

to estimates of the "return" to education for nonwhites Jh .teh are'lesg than would

be produced when residents of all parts of the central ct y are, considered: (Seee
/I ! . . 0 ,:_,

.
. .

equation (3)) If the thesis is 'Co rrect, the differences (returns.)' Should'be
..

q
. .
'

,-, .
.4,,

greater when data on all central city are utirized in pafeulation of-

. , ,

earnings averages than when ghettoresi4getg only are considered. For, only two
.

.
, -

cases in both the wetkly wage tabulation - (Table 1) and the annual earnings
_

.

:

cOiiaputption (Table 2) do the estimated "returns" to'ed ucationlIall when. central
. m

'"A,:- .

. . '

,. .

.-

-

dity residents (instead of only ghetto residents) are considered.

-0:,-,' ,

..
. .

.

A rigorous statistical test of the hypothesis cannot be formulated

e

bec*.

. . , ,;,

aftst1, -the distriblition of the differenc een'the estimated'flreturns"

' ': ,_,,. .

, °

to education int uhe ghetto and central city,samp e is nknoim.
20

titoweVer,
...

; . under,the null hypothesis that returns to education'are the same inside and
i ,

. k.
,... .-r-'42 ,,

outside the ghettO, a series of samples should produce estimates of re'turns-for
. . .

,,,,

,central city residents which are hither than estimated returns to ghetto'

residents only about half the time. The oddt
7'

against drawing a, -diffexence-

favoring the ghe time out of twelve "tries" given the null'hypotfiesis'

are more. then 50
4
to 1.

21
rs



,'ExPerience

CIas=
ears

9-11

Ghetto C.C.

Weekly 'Wage
4

Nonwhite Men
.."

.

. Education'' Class

(Years)

Ghetto
12

Ghetto C.C.
13-15

C. C.

16+
Ghetto C.C.

0-4 Mean* \

.

i

Difference
.

. ,..

Standard Error**

Observations

,

:55.

-

3.56

]03,

.

. 52

3.06

144

75

V

19

A .64

89

...

81.
.

t

28

. 3.54

. 143

84

.

9

8.61

32, N

:

: _5-.64

108

27

64
....7-- 4

'62

, 78

15.07

.3
.

137

. 294-te

0.13

20

.579 Mean

Difference

'------t = Standard Error

Observations

,

A

,

.

94

.
-

5.18

. 74

. .

.

95

-

,

3.69

101 .

102

,8

4.06

68 ,

//
113

18

2.86
.

110

149,

47

22.64

7 ,

'
.

-

143

30++

-161

12

27.37

6

,

'196

'53-

.13.37

16

9.18

29

=. . .

, 19714. Mean

'Difference

Standard Error

_4t12.2.____Obserl:rations.

.

108

.

-5.33

:0

.

103

.....

4.09

96

.

'

115

7

4 084'

.

60,

p

.

112

,.,-s,

9

3.61

118

135

. . . 19

.12.00

12 .

.

....-
1

-

.

141
-

29

8.60

'29 .--.

' 14T

8
, ...

1,6.52

10

-

167.

.26

.1145

21

.

151r9 7,1e.,n_

Difference

-,001e,

Standard Error
.

Observations :-

107

-

544

"60

,

I

_

'

.

107

-

4.62

81'

°

/

1

115

8

. .

'8.37

33

. 119

12

4.84

'''' 67

126

11

10.87 -

. .

.' 11

74 143

i4

6.41,

36

136

.

.:,...*0

.

..27.84

4

a

-.

170
.,0

26..

"13.95!

21

.

inirdgv Tabulations by authors from 1967 Survey of Economic Opportunity

:4*
. WeighteOlo account for variations in sampling probability' .

.

* Standard errocif mean, adjusted for variations in sampling probability . ,. .A --I
k)

UnderiCored diffetlences 'areasignificantly gieater than zero at .J;110B 5% confidence lev,e1. 0 AP
Size of diffek.ence relative tb that computed ,using ghetto. sample is inconsistent. with- hypothesis. See text. 4 0:ir,

. . , . ' ,

_..-.,,,..,.1.v...,:4- ,,,n,,,,i,,e.- -.1,1.; ,:- , i',-,.,_ ., , . ,_,..,..- .:' , . --,



tre

p.

-TABLE 2

Annual Earnings

Nonwhite Men

rgnx

VD,

e

.

Experience

Ghetto

4

9 -11

C.C. Ghetto
12

Education Class

C.C.

-.'161.40

iii

/

Ghetto
16+

(Years)

C.C.

'13-15'Class

(Years)

nean*.

i.

Difference

Standard' Error **

Observations

Ghetto C.C.

2183

75

, .214

-174.11

, 101

3778

1595

3928'

17 32

4100

' 321

433.28

-2-5

5289

1361

58 39

1739

3

6533

1244++

238:98

, 65 .

184.38

10i-----,

351.41 564.03

16

Meah

.Difference
r

'Standard Emir.'
re,

Observations
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4855'
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5357

1155

5775

921
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7012

/655
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2079.86
.
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'9028

2016

236.43
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182.41
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530.71

30-

983:60
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10-14.
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Mean

Difference,

Standard 'Error

observations

4372
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46-02
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207.65
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5387
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5446

844++

5643

256'
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6310

864

537.91
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7299,

1657

. 8506

2196.

"'234.47
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. 112

332.60
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-21

1....ererer eer-e

15749 Mean
rele

Difference

Standard Error'

,Observations

-.4572

O'

272.68

6,0

4712

251.83'

82

5512

,

5709

996

5760.

248

764.40

12

. ,

707.8

1370-

.5567

--193

1769.01

5

- 8233

1155

'795.21

22.

332;54

31

24$.86/.

67

382.44

37

ource:
I-

Tabulations by authirs
. ,y----- -

,

i:7",! more.
,

0' * I4eighted .tocaccount for

: ** .Standard error of Melan,

4- ' Underscored differences

from 1967 Survey of Economic Opportunity. Restricted -to men in the labor force'40 weeks or

.....

variations in.dampling probability .

adjusted for variations in sampling prob611-itiT. ,

are significantly .greater than 5% coitfidence level.-
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These data provide some information on the correlation-between educaton'

and residence. In table 3 we reporto.results of 'ealpid.ationt-from our SE0,-

,,,

sample of the proportion of central city male residente-iiving in the ghetto -,

for each education class. The'decline oi,sheito resickencr:as-eddcation

. . : -. , N._

increases is substantial. It is this correlaapn dialire,iiiielfilied renders
'- -

.

.--: '-'75:z,;,:,-;'17-'- ';
.

harrisonestests,of the selection hypothesis inide4114te.

0-7

8

16+

Overall

0

,Table 3

Residence of Sample

t

.

Living

Estimated/Total Males Meeting
Sample Restriction;'

in .4g, 'Living in-

"Ghetto' Central City

.
Prouertion

t

inT"Me5.'!-
XA

192,837 263,990 -7)-

'101,59e 158¢91 .04

231,/789. 400X02
-.AI.

_

170,7A0 371,681'

36,439 145,851

.
22,820 79',044 .29

e I756,235 , 1,419,361

Source: TaSulations by
Opportunity.

A

the authors ft:am the 1967 Survey of Economic

O

4)0'
7
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C.-

III. Conclusions

,

These results suggest that researchers utilizing data,souTces like the

Census Employment Surveys do so at some risk. Our calculations of the impact

of sample restriction on estimates of the,teturn to education are hardly

definitive, however, and a'caveat is in order.

The 1:selection hypothesis" is fundamentally dynamic. It suggeits

something about changes in residence over the lifetime Of perSons educated in

central city low-income areas: Our results, however, were obtained using

cross-seftionedata. It is possible that none of the nonghetto dwellers in
.

our sample were educated in poverty 'areas and that detailed research would .

verify Harrison's contention that few people, .successful or'not, leave the

ghetto. The selection effect may itself rest on omitted. variables rather

than migration. Our results are fully consistent with any of the following

"omitted v ariables"hypotheses: (a) people living outside the ghetto have

greater ability than thoSe living within, (b) people living outside the ghetto

have greater access to jObs than thoseliving within, (c) people living

outside the ghete6-have access to better schools, eta. Rejection of the

alfernatives awaits availability of longitudinal data with relatively detailed

information on worker history, location of residence, and location of work.

It is that the sampling bias problemekists. The abor force

u
participation, earnings, unemployment, and!training data in the 1970 census

110 .

are inadequate ,for most serious research. Tq data in the census employment

surveys are much better.' Costprobably prohibits collection of information
. .4., 4.,,,y1 J x.--,. :, . to ' ' ' ---, '!", , g 7.4',Of

.",

with as much detail at a comparable sampling; rate on a national,basis. Itowever,
.7-

-

-bip the future it would be possible for the census bureau to sacrifice covera
.

. , . 'k' ,- ,
I

, .
.,/ I.

in cities for complete metropolitan ooveTage in others, We would, for 4'

/
example, be happy to give.up the survey of poverty areas in Akron, Ohio, for a

/. .

,

I-,



Ts;

n;

more comprehensive survey in Houston. Intensive coverage of poVerty afeabizould

in these surveys be retained,if desir4le by Making the sampling.rite higher ..

in such, than in ,otherir.' .'4._ ,k / 44)

' h
\ '

Despite shortcomings,, the census employment surveys are 'hardly useless.
0,04+ -'

;

They prdvide the beast' picture available of employment problems of residents of

-3 9 9t 1

...
- -, - ..

perierty.areas. Far mord-information is, collected in these surveys than is

J ,

/ ,

,J 0 , I , , ,11 t*
4 440V

.
prodUced by the Census. While in many aseeltadequate for the eveivatiOn'of

*,:

policy, these data are essential to its formulation.

_A good example is provided by public serviE employment. Fighting

poverty by providing people with jobs in the public sector his,a long history
,

and-sizable political support.. Unfortunately, the capacity of cities to
k

,

provide jobs and the number of slots,the.Federal government is Willing to fund

both fall short of the number of potential applicants for such emplOyment

unaer'reasonable assumptions about - program dharacteriStics.
22

Since it is

likely that thelion's share of the target group for public employment programs
,

resides in the areas identilfied loythe Census EmplOymeni,Suiveys),91ese datS
,.-

employed

t 0 4, / -

dan..be e to assess. #pplicant pools under-various program deeigns and'
, , , .

*
, .t

,
the degree to which program characteristics',,must yary, across citiee ebVciount

,, , ,

-' -t; t

IN
for intercity variation in labor market and Worker characteristics.

4
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ta-

For edescription b'ee U.S. Bureau of the Census (1972b).
,

2 >
U.S. Bureau of the Census (1972b), vi:

3See HarrisonA1972a and 1972b).
-

t The description which follows

related documentation (U.S. Office o

(19681).
AP

t

5AliKthis may seem,a bit pedantic, but misunderstanding of the

'basic sample design of this data' source is widesPreaa. For example, Welch,

in a recent article reporting -evidence of the earnings -
education relation-

ship derivedsfrom the SEO, states: The SEO increased ale percentage' of

blacks by adding . . . a companion samplt including about 20,000 persons

from 'poverty' areas. It is unfortunate that stratihcation was based

,7 *upon an income correlate." (1973, p. 894) Here Welch is referring to'the

criteria by whiCh poverty areas were designated, not areas necessarily

selected for the supplementation,

6We
.

,

44
have drawn both the "nonwhite area" and4the "poor area" as

unf1ie6subareas of thecentral eities.. This may not be the case.

tf)

taken from the SE0 codebook and

Economic Opportunity (19671:and

1

. bi
.

. ,_.

7.
See Harrison 1(1970), Chapter 2. "Poverty area s" are draOtrOnly',

in central cities', because the SEO only identifies them explicitly in
c

, ..

this casv. Thore aro, of courso, poverty areas-in the suburhs too. See
,

U.S. National AMsory Commii;sfon .0.968), 408-409. ,
-

4i3



8
Harrison (1972a), p.113.'

9
Ibid., P. 114.,
t

10
Much mote extensive "cleaning" was conducted on the 1967 data

'set than was the base for'the 1966 sample. See Office of Economic Op-
portuniti, (1968).

11
For this purpose we employed the B.L.S.'s'city rndex of consumer

prices for low-income families.. See U.S. Bureau of Labor' Statistics
(190). . 1

6,

'`Harrison. (1972b), p. 803.

-13
It is not clear (at this writing) what variable actually ended

up as Harrison's weekly wage measure. In correspondence, Harrison says
that the variable may have been earnings in 1965 divided by weeks worked
in theL year. .If this is so, the'variable is the same as we employ later.

A

14
There are problems with this measure also. "Weeks worked" is

,
.

reported in the SEO only categories of 1-13, 14-26, 27-39, 40 -47, 48 -49,
';and 50-52 weeks. The midpoints of the intervals were employed to convert
this back to a "continuous" variable. This obviously, introduces error
into the measure for peo+ who worked less. than a full year.

4

15
Mincer (19743, p. 47.

16
Following Hanoch and Welch we have assumed the following ages of

entry into the labor market
I

Years of school
. completed 0-7 '8 9-11 12 13-15 16+

Age of first year
out of school ., 14 16 18 20 23 26'

"Experience" is assumed to equal the current age of, the worker less his
estimated #ge at leaving school.

r

-1
7
Harrison'included both men and women in:his regressions and ac-

counted ,for differences in labor market experience between the sexes with

a dummy 'variable. The implicit assumption ia!gthat sex dOei not affect4,
he marginal impaCt of either education or experience of worlicers on earn-

ings: A casual examination of,;.cinsus datatqn the relationship between

R

414
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....

earnings and education indicates that.sex differences in the payo1
t

ff to

education are pronouncedl'(U.S. Bureau of the Census [1972a], 25)7 W.e.
w.g.

have decided to avoid this problem by looking only at men."

,
..

.

..

-18
All summary statistics are appropriately weighteTto reflect

variations among individuals in the likelihood of inclusion in the sur-

vey. A coMPlete set of these tabulations is available\on request frOm

the authors:

19The reported significance levels for the estimated returns to

education are only approximate. We have not in these calculations assumed
that the within-cell variance of earnings is equal across education and
experience categories--the hypothesis that it is resoundingly rejected
when Bartlett's test is'applied (see Brownlee [1965], pp. 290-293).
Where the samplesize's are small'the degree of freedom utilized in the
t-tests were adjusted using the procedute suggepted by Wilks (see SchefP6

[1970]). Bartlett's test is 'sensitive to nonnormality; it is possible
that a transformation of earnings rather than the linear ,form we have'used

might have made Harrison's assumption of uniformity of error variance more

tenabl
/('

20 ,

Recall that the ghetto sample is whol
city 'sample and there are,no reasonable grounds
ofearnings within the ghetto is equal to tha

with simila eduCation and experience.

-,.404
-

21
Wh nthe forty-week labor force participation restriction is

.removed ,a.,ed he annual earnings of all men satisfying the basic sample

restriction riteria are considered,,these.conclueions are not altdred..'

22
See Levy and Wiseman (1975).

contained in t e central
for assuming the variance

outside of it for-people

4
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